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Kilowatthours Generated (Net) 



































By Fuel Burning Plants......................--.00-- ant ey 6,622,926,000 |  6,840,625,000 | — 3.2 
rg. Sta sls sus hae okies tiv alp dated one k ER aay te 3,074,169,000 3,057,816,000 | + 0.5 
2 se kk tah Niels Ua a ee rn A 9,697,095,000 9,898,441,000 | — 2.0 
Net Purchases | 
ee ER TEE 334,114,000 306,959,000 + 8.8 
Pret paterniational TImports:.....6..... 6.06 cc cease ee ns 111, 341,000 91,106,000 | +22.2> 
a 7 
| } 
Total Purchased Power (Net)...... 02.0.5... es00008. oe 2 445,455,000 398,065,000 | +11.9 | 
| 
ES DEER ere An eee .|  10,142,550,000 10,296,506,000 | — 1.5 | 
DISPOSAL OF ENERGY | 
= 
TUOMNTIIISB S55 cio ci oo ween cee Ra eahied Sarina» 8,335,462,000 | 8,467,208,000 (a) 
Energy Not Reported as Sold | 
Used in Electric Railway Department......................... 30,308,000 | 49,927,000 (a) 
Used in Electric and Other Departments..................0.00055 133,346,000 | 134,974,000 (a) 
Furnished Free or Exchanged in Kind..................c0cceeees 3,553, 000 | (Not Shown) (a) 
ee are 167 ,207 000 | 184,901,000 (a) 
Total Energy Accounted For..............................5.. 8,502,669,000 8,652,109,000 — 1.7 
Losses and Energy Unaccounted For. . to ROR Dee 1,639,881,000 1,644,397 ,000 — 0.3 
Total Output (To Check Above “Input’’).. Be as en ie tate ais : 10,142,550,000 10,296,506,000 — 15 
CLASSIFICATION OF KILOWATTHOUR SALES 
Based on FPC a menlibenen 1938 Based on EEI Classification—October 1937 
Residential or Domestic................. 638,381,000 NE 3.5 pin <ninixin ch wack Lake e elena cs 1,521,868,000 
__ RG pea a he SR (Allocated to one Classes) Commercial—Small Light and Power..... 1,497,614,000 
Commercial and Industrial............... 5,835,343,000 Commercial—Large Light and Power. . ea 4,683 ,328,000 
Public Street and Highway eer. 178,142,000 Municipal Street Lighting............... 212,088,000 
Other Public Authorities. . : eg 196,352,000 Street and Interurban Railways.......... 360,191,000 
Sales to Railroad and Railways. ie, 449,284,000 Electric Steam Railroads. ............... 103,629,000 
Enterdonaromental, .:..5......6..0..056. 30,734,000 Municipal and Miscellaneous............. 88,490,000 
Pl Be ie aS pcra' sale 7,226,000 
PIII ats 2c aaa 5 atts susie s cad seve 8,335,462,000 Sales to Ultimate Customers........... 8,467,208,000 
CLASSIFICATION OF CUSTOMERS 
Based on FPC Classification—October 31, 1938 Based on EEI Classification—October 31, 1937 
Residential or Domestic................. 23,084,880 SR Pere ae et ae eee 22,402,568 
EARN Rr rd ee (Allocated to Other Classes) Commercial—Small Light and Power..... 3,873,288 
Commercial and Industrial............... 4,586,083 Commercial—Large Light and Power..... 565,324 | 
Public Street and Highway Lighting. ..... 26,382 Municipal Street Lighting............... 34,947 | 
Other Public Authorities................. 76,327 Street and Interurban Railways.......... 316 | 
Railroad and Railways.................. 293 Electric Steam Railroads. ............... 26 
Bepemmenerimental. ..... 2... ese. e ne. 284 Municipal and Miscellaneous............. 37,961 
as lef oer a Ty To<& 6, ohbue. Svaiolesea sistas 3,576 Le 
en MCMNOCUNOES : . 555. ck ce Ce eae 27,777,825 Total Ultimate Customers............. 26,914,430 } 
REVENUE (b) 
Based on FPC Classification—October 1938 Based on EEI Classification—October 1937 
Revenue from Sales (Excluding Sales to Revenue from Ultimate Customers....... $185,981,400 
Other Electric Utilities)............... $185,743,700 
Per TAWONUE. .. wc cece 2,275,000 
aa Sacer eae Serer $188,018,700 | 
| 
ESTIMATED DOMESTIC ELECTRIC SERVICE RATIOS 
(For the 12 Months Ended October 31st) 

1938 1937 % 
eee a Oe ; 844 790 | +. 6:8 rf 
tae I So 0 Sidsds, dele Bisse me's SG dosha me oo Kis ; $35 .93 $3510" |. + 2.4 
Revenue per Kwhr......... i hi ate nis SE elwmst' 6 bk'9's 5 acess 4 .26¢ | 4 .44¢ — 4.1 


pe . t= 











<a) Data for two years not sealaite comparable. i 
(b) Data not comparable because of an unascertainable amount of ‘‘Revenue” in October, 1938, which may or may not have been included 
in the 1937 data. 
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The Electric Light and Power Industry in 1938 


LTHOUGH the electric output 
A for the year 1938 was 5 per cent 
less than the previous year, an 
all-time high record for production was 


established for the week ended December 
24 when the weekly output reached a 


total of 2,362,947,000 kilowatthours. 


The fact that the output exceeded the pre- 
vious record high of 2,321,000,000 kilo- 
watthours for the week ended September 
4, 1937 reflects the emergence from the 
severe industrial curtailment which ob- 
tained during the latter part of 1937 
and the first part of 1938. The 1938 
output was 114 billion kilowatthours 
compared with 120 billion kilowatthours 
produced in 1937 (includes purchased 
power). 
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BILLIONS OF DOLLARS PER YEAR 


of 


By C. W. Kellogg 


President, Edison Electric Institute 


Production by water power was 41% 
billion kilowatthours, a new high figure 
which reflected not only the results of 
unusually favorable water conditions 
throughout the whole country but also 
the installation of additional turbines 
at several of the Federal hydroelectric 
projects. Production by fuel burning 
plants totaled 67% billion kilowatt- 
hours, as compared with 74 billion the 
year before. 

Generating Capacity Increased by a 

Million Kilowatts 

Exclusive of Federal projects, the gen- 
erating capacity of the electric light and 
power industry was increased by one 
million kilowatts during 1938, bringing 
the total at the end of the year to 36,- 


000,000 kilowatts. New construction 
amounted altogether to about 1,250,000 
kilowatts, but this was offset by the re- 
tirement of approximately 250,000 kilo- 
watts of older equipment, leaving a net 
gain of a million kilowatts. This com- 
pares with an increase of 700,000 kilo- 
watts for 1937 and with an increase of 
375,000 kilowatts in 1936, and with the 
high record of 2,500,000 kilowacts added 
in 1930, when the industry, in the face 
of an oncoming depression, speeded up 
construction in an attempt to aid em- 
ployment. 

Of the total 36,000,000 kilowatts of 
installed generating capacity on Decem- 
ber 31, 1938, approximately 25,600,000 


kilowatts, or 71 per cent, was in steam 


A REVIEW OF PUBLIC UTILITY FINANCING 
(ELECTRICITY, GAS, TELEPHONE, TRACTION, ETC.) 


SOURCE: PLOTTED FROM TOTALS GIVEN IN THE * COMMERCIAL & FINANCIAL CHRONICLE” 


TOTAL FINANCING 


TOTAL NEW CAPITAL 


NEW CAPITAL—BONDS & NOTES 
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power plants; 9,700,000 kilowatts, or 
27 per cent, was in water power plants; 
and 700,000 was in internal combustion 
engines. 


Construction Expenditures Nearly Half 
a Billion Dollars 

Total construction expenditures for 
1938 (exclusive of Federal work) are 
estimated at $470,000,000, a small de- 
crease from the $480,000,000 (revised ) 
spent in 1937, but still barely half of 
the peak year 1930. Of the 1938 total, 
expenditures for distribution facilities— 
poles, wires, transformers and other 
equipment—again constituted the largest 
item, amounting to about $200 million 
or 4214 per cent of the total. 

Construction budgets for the year 
1939, as indicated by preliminary esti- 
mates, will lie between 450 and 500 
million dollars. 


600,000 New Customers 


Some 27,765,000 customers are now 
taking electric service. This represents 
an increase of 600,000 during the year. 
Of those newly connected, 168,000 
were farms, bringing the total number 
supplied with electricity to 1,410,000 
at the end of 1938. This represents 
about 22 per cent of all farms having 
occupied dwellings and some 32 per cent 
of all farms which have dwellings valued 
at more than $500. In addition to the 
farms, at the close of 1938 there were 
22 million mon-farm homes and 4,250,- 
000 business and industrial establish- 
ments using electric service. 

Sales of electricity to all ultimate con- 
sumers amounted to 93,400 million kilo- 
watthours, compared with 99,400 mil- 
lion in 1937, a decrease of 6 per cent. 
Farm consumption increased by 5% per 
cent. Residential use increased by 10.7 
per cent, the total for the year amount- 
ing to 18,580 million kilowatthours. 
Industrial power, due to the business 
recession, suffered the sharpest decline 
on record, a decline of 17.7 per cent, or 
from 53,546 million kilowatthours in 
1937 to 44,060 million in 1938. Retail 
commercial service, however, did much 
better. It showed a gain of 5.4 per cent, 
from a total of 17,558 million kilowatt- 
hours in 1937 to 18,500 million kilowatt- 
hours in 1938. 


Revenues Hold Their Own 
Total revenues from sales of elec- 


tricity aggregated $2,173,000,000 as 
compared with $2,181,000,000 in 1937, 
a decline of only $8,000,000. Operat- 
ing expenses, however, continued to 
grow so that net income, as measured 
by the companies reporting to ““Moody’s 
Manual,” showed a decline of 7 per cent 
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Basic STATISTICS 


Electric Light and Power Industry (100% of Industry) 














(Preliminary) 
Classification of Services 1938 1937 % 
NUMBER OF CUSTOMERS ON DECEMBER 31st 

FQIM cc cccccccccccccccccccvecceses 1,410,000 1,241,505 +13.6 
Resildestia]l cccccccsccceseccccecsec 22,010,000 21,697,515 + 14 
Commercial-Small Light and Power) . 3,972,000 3,891,584 + 2,1 
Commercial-Large Light and Power)", 270,000 259,678 + 4.0 
Public Street and Highway Lighting. 26,400 25,700 ~ 
Other Public Authorities ......e0e- 73,000 43,816° - 
Street and Interurban Electric Rys. 255 262 - 
Electrified and Steam Railroads ... 25 27 - 
Miscellaneous ..cccccccccccccccccce 3,800 3,900 - 

Total Ultimate Customers ...e. 27,765,480 27,165,987 + 2.2 

KILOWATTHOURS SOLD 

Farm cocccccccccccssscsscsssessesse %90e09000,000 2,389,304,000 + 5.5 
Residential .ccccccccccccccccsccccce 18,580,000, 000 16,875,489 ,000 +10.7 
Commercial-Small Light and Power).. 18,500,000,000 17,557,951,000 + 5.4 
Commercial-Large Light and Power)". 44,060,000,000 53,546,370,000 -17.7 
Public Street and Highway Lighting. 1,920,000,000 1,909,074,000 + 0.6 
Other Public Authorities ...eeesese 2,300,000,000 1,452,592,000> ~ 
Street and Interurban Electric Rwys 4,000,000,000 4,450,243,000 -10.1 
Electrified and Steam Railroads ... 1,420,000,000 1,265,541,000 +12,2 
Miscellaneous ccccccccccccocccccsce 100,000,000 ~ > 

Total Kwhrs Sold to Ult. CustS 93,400,000,000 99,446,364,000 - 6.1 

REVENUE 

FQrm secccececcccssccccsscsccescece $ 74,500,000 $ 67,947,300 + 9,6¢ 
Residential ..ccccccccccccceccvcces 781,200,000 740,218,600 + 5.5 
Commercial-Small Light and Power) . 615,500,000 604,848,500 + 1,8 
Commercial-Large Light and Power) . 542,500,000 615,048,900 -11.8 
Public Street and Highway Lighting. 74,000,000 74,200,000. =| 0.3 
Other Public Authorities ....sesece 38,500,000 30,311,700 
Street and Interurben Electric Rwys 34,400,000 37,541,800 - 8.4 
Electrified and Steam Railroads ... 11,850,000 10,670,800 411.1 
Miscellaneous .cccccoccccccsecccece 300,000 ~ = 

Total Revemie from Ult. Custs. $2,172, 750,000 $2,180,757,600 = 0.4 


a ~ Bracketed because of changes in classification in FPC System of Accounts 


for some companies 


b = Excludes sales to Other Public Authorities formerly classed as Commercial. 


« = Change in character of Farm Load. 





MISCELLANEOUS STATISTICS 
(Preliminary ) 








Item 1938 
CONSTRUCTION EXPENDITURES 
Steam Generating Stations ......* $130,000,000 
Hydro Generation Stations ......e 20,000,000 
MENINSIORE cc.cccencusneebhessacee 50,000,000 
TEONGMLSEICD ccccccccccccceccccece 40,000,000 
PU ACAMG ION: 604545606000 e008 00600 200,060,000 
Miscellaneous Electric ....scccces 30,000,000 
TOUR 6:00.00 6006006000008 0000 $470,000, 000 
FARM ELECTRIFICATION 
Farms with Occupied Dwellings .... 6,422,088 
Ferm Dwellings Valued Over $500. . 4,328,092 
Number of Farms Having Electricity 1,410,000 
Per cent Electrified 
Based on Farms with Occupied Dwellings 22.0% 
Based on Farms Having Dwellings 
Valued in Excess of $590. eevee 32.6% 


$100,000,000 +30.0 
20,000,000 ~ 
55,000,000 = 9.1 
45,000,600 -ll.l 
220,000,000 - 9.1 
40,000,000 -25.0 
$480, 000,000 - 2.1 


6,422,088 
4,328,092 
1,241, 505 


19.3% 
28.7% 


RELATION OF KWHRS GENERATED AND KW CAPACITY 





Kilowatts Generated (Year) ...... 





Kilowatt Capacity (Dec 3lst) .... 35,950,000 
Kilowatt Capacity (Average) ..... 35,455,000 
Kwhrs Generated per Kw of Capacity 

Baeed on Kw as of December 3lst . 3,032 
Based on Average Kw for Year .... 3,074 








109,000,000,000 115,165,636,000 - 5.4 


34,960,321 + 2.8 
34,610,200 + 2.4 
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for the year as a whole. The last half 
of 1938 was, however, much better than 
the first half, which showed a decline of 
nearly 12 per cent below the first half 
of the previous year. 

The post-war growth of electricity 
used in the home continued in 1938 at a 
rate which, while very satisfactory, was 
somewhat less than was the case during 
the previous year. Sales of electrical ap- 
pliances, on account of the recession, fell 
substantially below the high level of 
appliance sales of 1937, when the do- 
mestic consumer bought over a billion 
dollars worth of equipment. This re- 
sulted in a somewhat smaller increase 
in electricity consumption. 

The average annual use per residential 
customer in 1938 rose to 850 kilowatt- 
hours a year from 793 in 1937 and 727 
in 1936. The average revenue per kilo- 
watthour for residence use continued 
further its decline to 4.20 cents, com- 
pared with 4.39 cents in 1937. 

The average farm use in areas where 
little or no irrigation is involved rose 
from 1014 kilowatthours in 1937 to 
1045 kilowatthours in 1938, and the 
average revenue per kilowatthour 
dropped to 4.5 cents from 4.72 cents in 
1937. 


Outlook for Sales Growth 

The continuing demand for better 
lighting, the noteworthy growth of elec- 
tric cooking and water heating and the 
gradual increase in the number and 
variety of electrical appliances in use by 
the public should sustain the growth of 
residential and retail commercial sales 
throughout the coming year. The num- 
ber of domestic electric ranges in service 
has increased 30 per cent during the past 
two years and has now reached a cus- 
tomer saturation of 9 per cent. The 
electric refrigerator has reached a satura- 


_ tion of 52 per cent; the electric iron, 100 


per cent. The average family has more 
than one radio set in the home. 

The industry, in cooperation with 
other organizations, is conducting sales 
programs to promote better lighting, 
more electric cooking, water heating and 
refrigeration, and increased farm uses 
of electricity. A group of model houses 
and an electrified farm at the New York 
World’s Fair and exhibits at the Golden 
Gate International Exposition in 1939 
will acquaint millions of visitors with 
the latest developments in electrical 
appliances and with the advantages of 
still greater use of electric service. All 
this points to a continuance in the 
growth of retail sales of electricity. 

Growth of industrial sales is neces- 
sarily dependent upon the scale of in- 























Kilowatthours Sold £6656666066060.000000 
ROVORS 6.6.6 660065500 0066s ccccccccsecscce 
Kwhrs per Customer coccccccccccccccces 
Average Annual Bil] cecccccccccccecece 
Revenue per Kwhr ceccccccccccsccececes 


93,400,000,000< 99,446,364, 000 
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ANALYSIS OF SALES BY CLASSES OF CUSTOMERS 
(Preliminary) 

Class of Service 1938 1937 ss 

FARM SERVICE 

Farms Approximately East of 100th Meridian 

or Where Little or No Irrigation is Involved 
Number of Farms Served on December 3lst 1,060,900 922,602 +14.9 
Average No. of Farms Served for Year . 978,000 845,247 +15.7 
Kilowatthours Sold weccccscccccccescee 1,022,000,000 857,175,000 +19.2 
ROEVODUC ceccccccccccccccccescveseccese $46,000,000 $40,433,300 +13.8 
Kwhrs per Farm Customer .ccccccccseres 1,045 1,014 + 3.1 
Average Annual Bill ...cccccccccccccce $47.03 $47.86 - 1.7 
Revenue per KwWhr wcoccccccccccccsesece 4.50¢ 4.72¢ - 4.7 

Farms Approximately West of 100th Meridian 

or Where Irrigation or Agricultural Pumping May be Involved 

Number of Farms Served On December 31st 350,000 318,903 + 9.8 
Average No. of Farms Served for Year . 342,000 295,835 +15.6 
Kilowatthours Sold weccccccccecseccees 1,;500,000,000 1,532,129,000 - 2.) 
BOVODUD 0.0.66:00060000cccsderesrccccscce $28,600,000 $27,514,000 + 3.6 
Kwhrs per Farm Customer ..ccocccsssece 4,386 5,179 ~ 
Average Annual Bill eeeereeeeeeeeeeeee $83.33 $93.22 = 
Revenue per KWhr ceccccccccccccccccsce 1.90¢ 1.80¢ - 
RESIDENTIAL SERVICE 
Number of Customers on December 3lst.. 22,010,000 21,697,515 + 1.4 
Average Number of Customers for Year . 21,850,000 21,275,909 + 2.7 
Kilowatthours Sold ..ccccccccseccssecee 18,580,000,000 16,875,489,000 +10.1 
ROVEDUC cccccccccccccccccccccccccccess  $781,200,000 $740,218,600 + 5.5 
Kwhrs per Customer coccccccccccsccccecs 850 793 + 78 
Average Annual Bill .cccccccccsccccces $35.70 $34.81 + 2.6 
Reve nue per Kwhr ceccccccsccccscecesccs 4.20¢ 4.399 - 4.3 
COMMERCIAL & INDUSTRIAL SALES 
Number of Customers on December 3lst . 4,242,000 4,151,262 2.2 
Average Number of Customers for Year . 4,170,000 4,114,713 +1,.3 
Kilowatthours Sold Coeeeeererereosesese 62,560,000,000~ 71,104,321,000 -12.0 
Reveme CCPH SE SEES SSE EST EEEH ESE EEE $1,158,000, 000 $1,219,897,400 = 5.1 
Kwhrs per Customer ..cccccccccccccccce 15,002 17,281 -13.2 
peewee Anadt Bild ..6cssscoceccecsce $278 $297 - 6.4 
Revenue per Kwhr eeoeeeeereoreereeseeese 1.85¢ 1.72¢ ¢ 7.6 
TOTAL SALES TO ULTIMATE CUSTOMERS 
Number of Customers on December 3lst . 27,765,480 27,163,987 + 2.2 
Average Number of Customers for Year . 27,430,000 26,603,097 + 3.1 


' 
a 
. 
~ 


$2,172,750,000 $2,180,787,600 - 0.4 
3,405 3,738 ms 
$79 $82 - 
2.33¢ 2.197 ~ 








THE ELECTRIC POWER SUPPLY Of THE UNITED STATES 
PRODUCTION BY ALL AGENCIES 
WHICH CONTRIBUTE TO THE PUBLIC SUPPLY 
(U.S. GEOLOGICAL SURVEY) 
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dustrial activity throughout the United 
States. This activity, after a poor start 
in the first half of 1938, picked up very 


substantially during the latter half, and 
at the close of the year appeared to be 
holding its level. 
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Five Years of TVA 


To Have “Broken Even,” on Its Own Power Allocation, TVA’s Rates Should Have Been Raised 
by 80 Per Cent—To Have Constituted a Yardstick, Still on Its Own Allocation, TVA’s Rates 
Should Have Been More Than Doubled—To Have Constituted a True Yardstick, on a Proper 
Allocation of Construction Expenditures, TVA’s Rates Should Have Been More Than Tripled. 


HE recently published Financial 

Statements of the TVA have at 

last made it possible to evaluate 
the first five years of its operation and to 
appraise the worth of its rate structure 
as a “yardstick.” 

Table 1, illustrated graphically by the 
chart, permits the reader to form his 
own conclusions as to the moral integrity 
of this enterprise and the extent to which 
the gullible American public is being 
fooled. 

The figures shown for revenues, op- 
erating expenses and depreciation are 
those given in Exhibit IV of the TVA 
Statement. They are said to be the total 
for the entire period from June 16, 1933 
to June 30, 1938, although they do not 
tally with the addition of the individual 
years as shown in the various annual re- 
ports. The other figures are the author’s 
own computations, which are explained 
in greater detail by the various footnotes. 

This analysis is based on the TVA’s 
own published statements of its expendi- 
tures. If all the omitted items of over- 
head expense, interest during construc- 
tion, etc., had been included, all losses 
would have been very materially in- 
creased.* A typical example of these 
omissions is the fact that of total general 
and administrative expenses of $2,303,- 
703 for the year ended June 30, 1938, 
only $117,297 was allocated to the 
TVA’s power program, yet the Author- 
ity’s publicity office alone, which devoted 
a large part of its work to the power 
program, operated at an expense of 
$183,260 for the year. 

In order to have “broken even” on its 
own power allocation, total revenues for 
the five-year period should have been 
$12,042,000 instead of the reported 
$6,732,000. In other words, rates should 
have been increased 1.79 times. 

In order to have qualified as a bona- 
fide tax- and interest-paying “yardstick” 
on its own deflated power allocation, 
total revenues for the five-year period 





* At least $30,000,000 more money ‘has actually 

spent at Wilson Dam than the T.V.A. has 
admitted in its valuation of this property. See 
“Hidden Costs at Muscle Shoals” by the author, in 
the E.E.I. Butretin of July, 1936. 


By William M. Carpenter 


Economist, Edison Electric Institute 


should have been $16,072,000 instead of 
the reported $6,732,000. In _ other 
words, rates should have been increased 
2.39 times. 

In order to have qualified as a real 
yardstick by using the same capital ac- 
counting as that of the private com- 


panies which the TVA purports to mea- 
sure, total revenues for the five-year 
period should have been $23,272,000 in- 
stead of the reported $6,732,000. In 
other words, rates should have been in- 
creased 3.46 times. 

It is a question whether this enter- 


CUMULATIVE RESULTS OF FIVE YEARS’ 
OPERATION OF THE T.V.A. 


1933 1934 1935 






oer Py LY 4 


a 








LOSS 





1936 1937 


1938 


TOTAL REVENUES 
@ $6,732,447 


OPERATING INCOME 
$ 2,861,453 






CURRENT CASH LOSS 
$1,700,000 


@ TOTAL LOSS ON T.V.A. OWN 
POWER ALLOCATION $5,310000 


ACTUAL LOSS AS YARDSTICK 
ON T.V.A.OWN POWER ALLOCATION 
$9,340,000 


TOTAL LOSS AS YARDSTICK 
IF COST OF DAMS HAD BEEN 








ALLOCATED ACCORDING TO 
POWER COMPANY PRACTICE 
$ 16,540,000 
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prise will ever be able to overcome the 
handicap of these early years. The pres- TABLE 1 

ent fiscal year will see the inclusion of TVA CuMuLATIVE INCOME STATEMENT—FIVE YEARS ENDED JUNE 30, 1938 
Pickwick Landing, a $30,000,000 proj- 





ised 





; Pat ‘ nes Wig “OER BEES” 6. 55a Sa cc oss cae Poem iaaconsas ees $5,175,137 
ates § ect; 1940 will include Guntersville and PU IIE Ss). da ass doen sos ac hunioes es Sea eameeeus 1,470,310 
per | Chickamauga, totaling $70,000,000 ———— 
led more. Fixed charges will then be — cn NN 5a fois beeen Clem certend b eas wp oue anes ho Sea ae wes —— 
d doubled and unless an extraordinary in- Ee ED ec nin casas ew Sea d6sb ese bem euSS Sales nok ee Reeaes ‘ 
crease in power sales offsets them, the ME MABE 5b Shes sins o Sohne oon R cae $ 6,732,447 
TVA “yardstick” is going to become Operating Expenses (note 1) .............002ceeeeeeeeeeeeeeeeees 3,602,530 
progressively shorter as the years go on Payment to States of Alabama and Tennessee in Lieu of Taxes..... 268,464 
‘ati and debts accumulate. PEO, POM Plo ot oct oes wv Neate aed eee BOS $ 3,870,994 
Edam NOTES ON THE INCOME ND: DIN ik sos Sas citen i scc cca vesavseereuenageins 2,861,453 
0 in- STATEMENT interest paid by ‘Treasury Dept. (note 2). .<..........6.05 ccs ccevces 4,561,453 
In en 
n in- 1. Operating Expenses Current Caso Loss To U. S. TAXPAYERS ............200000005: $ 1,700,000 
The Financial Statement (p 18) states that Depreciation (as shown by Statement).....................-2000- 3,610,000 
nter- “Rapendiouces made by cooperating govern- Tora Loss on TVA’s Own ALLOCATION TO PowkR............- $ 5,310,000 


ment agencies and not reimbursed by the 
Authority have not been reflected in the 
Authority’s accounts” and then goes on to 


To qualify as a “Yardstick” even on its own power allocation, to 
the above must be added Taxes lost to Federal, State and 


mention work by the War Department, Pee RNID: NONE OD. Sw a. isic sot eke wns cans 4,030,000 
CCC, CWA, WPA and Workmen's Com- ACTUAL Loss, As YARDSTICK, ON TVA’s Own ALLOCATION TO POWER $ 9,340,000 


| pensation carried by the Federal Employees 
Compensation Commission. Judging from 
newspaper accounts, the Comptroller Gen- 
eral of the United States also expended con- 
siderable time and money on the project. 
All these items would have been included in 
a private company’s disbursements and 
should be part of a real yardstick. It is im- 
possible, however, to determine their magni- 
tude and so the writer has not included them 


The TVA, however, greatly understated the investment in power fa- 
cilities; a private company would have had to charge 95 per 
cent of its construction to power. A truly comparable “yard- 
stick” would therefore contain the additional depreciation, 
interest and taxes on this hidden investment. This addi- 
CARN AME 26: NERO HN So. oo sss ob relae tro sie Sew oe a san ois 7,200,000 


Totrat Loss, As YARDSTICK, 1F CosT OF DAMS HAD BEEN ALLOCATED 
TO Power As A PoweR COMPANY WOULD HAVE HAD TO HAVE 














lt aieihcccidhins, “Phocs alah saciaien oe RTA ELLE FEO ET nm per $16,540,000 
item called “net investment in projects: Elec- = 
tricity (research and development),” which TABLE 2—CoMPUTATION OF INTEREST CHARGES—TVA’s Own ALLOCATION TO POWER 
appeared as Supporting Statement 2-C in the (In Millions of Dollars) 
1937 Annual Report (p 108), and which has a 
since disappeared. Fiscal Year Ending June 30 1934 1935 1936 1937 1938 
21 Completed Dams (excluding employee housing) 
4. interest nt acnch cndncuakintsc $31.3 $31.4 $314 $31.5 $35.0 
The Financial Statement proclaims that Norris (began op’n 7/28/36)... .... Seca ae 32.1 30.7 
“the Authority has incurred no interest ex- Wheeler (began op’n 11/9/36).. .... cote Rae 30.0 31.6 
pense and hence has recorded none in its —— eteiaeal — —_— ae 
books” (p 14). This may perhaps fool some WOME ade Nini nedehceoan aca $31.3 $31.4 $31.4 $93.6 $97.3 
people some of the time but the fact remains Allocated to Power (53.4%).... $16.7 $16.7 $16.8 $50.0 $52.0 
that Mr. Morgenthau has had to provide MENTOR, BEE os os 55.053 eis 1.9 3.9 7.6 12.7 16.1 
the money for this enterprise and has had ene —— — —_— — 
to issue interest-bearing bonds for the pur- Average of Year, Investment in 
pose. The taxpayers of the United States PNY Atta casatcwsecie $17.6 $19.6 $22.5 $52.0 $65.4 
of America and their subsequent progeny not Average Rate of Interest ...... 3.18% 2.72% 2.56% 2.58% 2.50% 
only carry this burden but, because the eae aie ee ae 
Government Budget has been unbalanced Annual Interest Charge ....... $ 0.47* $ 0.53 $ 0.58 $ 1.34 $ 1.64 
for years, they also have to pay interest on Total, Cumulative Interest ..... $ 0.47 $ 1.00 $ 1.58 $ 2.92 $ 4.56 
interest. * Ten Months from September 1, 1933. 











In Table 2, the allocation to power for == = =— a — 
1938 for the three completed dams (Wilson, 








ON iste, Wlicsiec) te00 shows on pane i of TABLE 3—COMPUTATION OF TAXES Lost By TVA—“YarpstTick” Basis 
Schedule B of the Statement. Allocations (In Millions of Dollars) 
in previous years have been made by ap-  4/ U. §. Power Companies 1934 1935 1936 1937 1938 
plying the same ratio to the costs shown in Total Taxes ............00000cccceeeeeeeee $245 $255 $286 $330 $330* 
the various one statements of each Fixed Capital (av’g of year)............... $12,000 $12,000 $12,250 $12,500 $12,750* 
annual Teport. The “average rate of in- Taxes per $1 Fixed Capital ............... 2.04% 2.13% 2.33% 2.64% 2.59% 
terest” is that shown in Table 38, page 442 Ratio as Applied to TVA 
of the Report of the Secretary of the Trea- Capital allocated to power (‘Table Diss cise $17.6 $19.6 $22.5 $520 $65.4 


sury a ray poy - = annual in- TVA Taxes on Company Basis ............ $0.30** $0.42 $0.52 $1.37 $1.69 
terest charge divided by the Interest Bearing Less TVA Taxes Actually Paid ........... 0.04 0.02 0.05 
Debt. At this writing the 1938 figure is not a pron — yn — — 


available, but a minimum figure of 2.50 per Taxes Lost—Yardstick Basis .............. $0.26 $0.40 $0.47 $1.30 $1.60 
cent has been assumed. oS ae eS ee $0.26 $0.66 $1.13 $2.43 $4.03 


3. = ° ° * Estimated on basis of companies which have ted for the 12 th 
Taxes Lost On Yardstick Basis Ce aot tan tae 1, ee. ve repor' or the months ending with November, 1938. 
Under Section 13 of the TVA Act, 
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a payment of 5 per cent of power sales 
is made to the States of Alabama and 
Tennessee in lieu of general taxes. 
Nothing is paid in the other states in 
which the TVA operates. While it is 
entirely true that no private company 
would have undertaken such a power 
development or made such capital ex- 
penditures, the fact remains that the 
TVA is alleged to be a “yardstick” to 
measure company rates all over the 
United States. If this ‘‘yardstick”’ is to 
be at all honest, it must allow for all 
the taxes which a private company 
would have paid on this property, re- 
gardless of its economic soundness. 

For the year 1937, for instance, the pri- 
vate electric companies of the United States, 
with a fixed capital of $12,500,000,000, paid 
taxes of $330,000,000, or $2.64 in taxes per 
$100 of fixed capital. For the neighboring 
Tennessee Electric Power Company, the 
comparable figure is $2.56. The computation 
for the various years is shown in Table 3. 
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TABLE 4—COMPUTATION OF ADDITIONAL FIXED CHARGES ARISING FROM 95% ALLOCATION oF 
Cost oF Dams To Power 
(In Millions of Dollars) 

Fiscal Year Ending June 30 1934 1935 1936 1937 1938 
Completed Dams (Table 2) $31.3 $31.4 $31.4 $93.6 $97.3 
DE ae POWE, oir. cGce.e ois aesis $29.7 $29.7 $29.8 $88.9 $92.4 
Present Allocation to Power $16.7 $16.7 $16.8 $50.0 $52.0 
Hidden Power Investment ..... $13.0 $13.0 $13.0 $38.9 $40.4 
Average for Year ..........>. $13.0 $13.0 $13.0 $32.6 $39.7 
Fixed Charges, Annual Rate ... 6.72% 6.35% 6.39% 6.72% 6.59% 
Additional Annual Charges $ 0.73* $ 0.83 $ 0.83 $ 2.19 $ 2.62 
Total, Cumulative ......... $ 0.73 $ 1.56 $ 2.39 $ 4.58 $ 7.20 


* Ten months from September 1, 1933. 








4. Additional Fixed Charges Which 
Belong in the Yardstick 


A Private Company, constructing these 
dams under the provisions of the Federal 
Water Power Act, would have had to 
charge over 95 per cent of the total cost to 
power (c.f. H. S. Bennion “Comments on 
the TVA’s Report on Allocation of Invest- 


ment of Norris, Wheeler and Wilson Dams,” 
EEI BuLietin, November, 1938, p 169). If 
the TVA is going to be a real yardstick, the 
additional charges arising from this added 
investment should be included. Table 4 
shows the computation of these additional 
charges; the “fixed charges” rates assume a 
depreciation of 1% per cent, with interest 
and lost taxes as shown in Tables 2 and 3. 


Electric Rate Increases in English 


TEN per cent increase was made 

on all electric bills rendered 
after the date of the September read- 
ings of meters by the London & Home 
Counties Joint Electricity Authority. 
Some 125,000 consumers are affected by 
this change. 

“The Electricity Commission,” says 
The Electrician (London), has felt it 
necessary to insist on the early balancing 
of the budget of this enterprise and in 
order to comply with this direction, an 
increase of 10 per cent in the charge for 
current, an imposition of prepayment 
meter rents at the rate of 10 shillings per 
year, and a doubling in the rental charges 
for ranges have been made. . . . The fact 
remains, that in attempting to show the 
superiority of the public enterprise ‘op- 
erating without profit’ over the wicked 
company, it has now, under protest, been 
called upon to back-pedal to an extent 
which may hamper seriously its efforts 
to expand its activities in the years im- 
mediately ahead. 


Delusion of “Operating Without Profit” 


“One is tempted to say a word or two 
concerning the cant phrase about ‘operat- 
ing without profit’. We find it difficult 
to draw any hard and fast line between 


Municipal Plants 


a dividend paid on the capitalization of 
a company and the interest paid on the 
loans raised by a public authority, al- 
though the former is anathematized as 
‘profit’ by a certain school of thought 
while the latter is in their view an en- 
tirely virtuous procedure. The fact that 
the public authority may be able to raise 
money at a somewhat lower rate of in- 
terest is only of importance if the amount 
on which it is paying interest is no 
greater than that on which a company 
undertaking would be paying dividends 
at a higher rate. If, in order to acquire 
its assets, an authority has had to pay an 
inflated price for them it may well be 
that the cheaper rate at which it can bor- 
row is offset or exceeded by the higher 
capitalization and the difference in the 
rate of ‘profit’ is apparent but not real. 
That is one of the great dangers in con- 
nection with the reorganization of elec- 
tricity supply but we fear that it is not 
adequately realized by the general pub- 
lic, who only begin to suspect that there 
is something wrong with the ideas with 
which they have been fed by the poli- 
ticians when the anticipated benefits 
prove to be Dead Sea fruit. . . . 
“Meanwhile it has to be noted that 
certain municipal supply undertakings 


are beginning to find themselves in dif- 
ficulties. The case of Finchley is rather 
curious. Here until recently the policy 
was to offer a very cheap rate for light- 
ing, to make excessive contributions in 
aid of rates and to spend too little on 
development. A _ position has arisen 
which has led to the raising of the flat 
rate from 3d to 4d and necessitates the 
expenditure of large sums on new mains. 
Dissatisfaction is naturally widespread 
and vocal, and one section of opinion 
favors the sale of the undertaking to the 
Northmet Company, while in other quar- 
ters a public inquiry is demanded .. . .” 


North and South Dakota 
Rates 


Electric rate schedules for all munici- 
palities in North Dakota and South 
Dakota, including those served by pri- 
vate companies, municipal plants and 
R.E.A. Cooperatives, have been pub- 
lished by the North Central Electric As- 
sociation. This rate book is priced at 
$2.00 per copy. Copies may be obtained 
from W. E. Olson, Secretary-Manager 
of the N.C.E.A., 803 Plymouth Bldg., 


Minneapolis, Minn. 
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The Better Light—Better Sight Program 



































ve as a Business Builder 
92.4 
sais The Potential Market for Lighting 
a By C. A. Eastman 
6.59% Chairman, National Better Light—Better Sight Bureau 
2.62 OR ALMOST 60 YEARS light- — electricity either for power, refrigera- on retailers, manufacturers, could, if 
7.20 ing has been the foundation of — tion, cooking, industrial heat or the like. they wished, make lighting a part of 
— the electrical industry. ‘his is All of these fields are vast and far re- every contact—to their profit; so, too, 
a trite statement but | wonder if every- moved from saturation. I am merely — the manufacturers. 
Dams,” one realizes its importance. ‘lhe presi- trying to emphasize that another reason Knowing these things and realizing 
“9 If dent of Case University some time ago for the profitableness of Better Light— their potentials, the problem is one of 
pods: made this statement in effect: Better Sight as a business-builder is be- setting up some system to do something 
able 4 ‘Two of the most important events cause every customer is a prospect. If about it—a definite plan for the training 
litional from the standpoint of benefits to man- sales and advertising programs are con- of every employee so that he will know 
sume a kind and progress of civilization have ceived with this thought in mind, no mat- enough about Better Light—Better 
mes: been the invention of printing and the ter what the particular emphasis on the Sight—and the method of obtaining it 
— invention of cheap, artificial light. Print- program at a particular time might be, so that he, at least, can create interest 
ing enables man to individually benefit whether it be store lighting, street light- and start the sale on its way. A definite 
by the collective experience of others. ing or school lighting, the subject of the training program will make Better Light 
Artificial light enables man to learn activity or advertisement is of some im- —Better Sight even more profitable to 
through reading in those hours—the mediate interest to every reader or lis- all concerned. 
evening hours—which by and large be- tener. Thus sales and advertising dol- Liguing Petntisle—They Axe 
long to himself and which generally are _ lars, if properly directed, can be spent isi ‘Dadas Setecitiee 
the only hours he can devote to self- economically and effectively in the field _ : 
Reseewemnent.” of Sateiinn. : There are many businesses whose total 
j sales approach immediate saturation. 
Every Customer Is a Prospect Everybody Can Sell Better This is not true of the electrical business 
Since lighting gives the benefits which ; eee net in general, and certainly not true of the 
n dif- it does, it is little wonder that every cus- Business profits today place a premium lighting business in particular. Probably 
rather tomer added to the line makes use of 0" good salesmanship—the kind of sales- 49 other branch of the electrical industry 
policy lighting as the first use of electricity. manship that has the benefits of the i; so far from saturation as the lighting 
light- With every customer a prospect, it is Customer in mind. The kind of salesman- ond ok te 
ns in little wonder that plans can be devised ship that sells the use of the products. If you think of it in terms of kilowatt 
tle on to sell more and better lighting at a And oe other line of the electrical jours you will find—as illustrated on 
arisen | profit. Every person who passes a re- industry's activities can every member Charts Nos. 1 and 2 that lighting mar- 
re flat tailer’s store is a prospect for lighting. qualify sed well asa member of the sales kets are about one-third saturated, and 
es the Every person, practically speaking, who Tce as in the lighting end of the busi- ear in mind that these saturations are 
nains. | listens to the radio, who reads the news- °S°- Here truly, every employee can paced on present day attainable installa- 
pread | paper, who reads magazines, who hears nd should do a sales job. The prin- tions. As the lighting industry finds 
pinion a talk—is a prospect for more and better Ciples of Better Light—Better Sight new methods of advancing lighting— 
to the lighting. are easily understood. ‘There is no great which are bound to come—new methods 
quar- | I am not minimizing the business emphasis os technical applications. Bet- of getting much higher intensities with- 
” | building potentialities of other uses of ‘'& Light—Better Sight is an individual gut plare—we may find these potentials 
problem. Better lighting is something inadequate. : 
Chart No. 1 every employee should experience in his 
ota — home or place of business—and once Chart No. 2 
PRESENT LIGHTING] COWScAVATiVE laving experienced it, can tell—sell— 
FIELD KLOWATT-HOURS | OBJECTIVE others. MARKET POTENTIALITIES 
nll LATE ENO 19% | KLOWATT- HOURS The number of customer contacts per FROM 
South | cuanto  temumnioaen year, per employee, runs into high LIGHT CONDITIONING 
7 pri seeden npn sent figures. In one utility, for example, the ( room House) 
: senha me wm acne business contacts alone averaged 28.5 WOME UGHTING ven eteetioe ne waar Bee ron 
sub nae wriewn 0 peeve per year per employee—and the greatest —— = = 7 oyun 
ic As- SCHOOL "y00.000.000 Y number of these were not made by regu- reco a PE i Be BP 
se . -500,000000 larly employed salespeople. The clerk DINING ROOM | 100 % | 120] 40 
= STREET 2.300,000,000 | 3.000,000,000 . f > vetell stece hendiiie KITCHEN 7s 3s | 440 | Wo 
ained HIGHWAY NEGLIGIBLE | 1.500,000,000 meee Sinden, Mawes ae ar ee le 
bulbs or lighting equipment could, if he BATH so 10 | 10] $0 
nager MISCELLANEOUS |3300,000000 |6,500,000000 sie, agg eee comsmons | as | a2 | aol se 
Bide. | desired, make lighting a part of every sister 
TOTAL 700,000,000 }|78,000,000,000 contact with his customers. The dis- an mB Am Is Beyer 
tributor and his salesmen in their calls : : 
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Chart No. 3 


MILLIONS 
FOR MATERIAL 


RESIDENTIAL FIXTURES, fc__ __$600,000,000 
COMMERCIAL FIXTURES. ftc__150,000,000 











INDUSTRIAL 50,000,000 
WIRING 280,000,000 

TOTAL +1,080,000,000 
WEW HOMES (4,000,000) — 1.100,000,000 





TOTAL $#2,180,000,000 


(Note: This does not include lamp bulbs.) 


Looking at it from the standpoint of 
equipment and wiring, and again based 
on present equipment, present intensities, 
present methods, we find a fixture and 
wiring business of over $2,000,000,000 
ahead of us—and even this figure does 
not include the dollars for bulbs. This 
market is well dramatized on Chart No. 
3, “Millions for Material.” 

A specific example of sales potentials 
which lie ahead is the case of the I.E.S. 
Better Sight lamps. (Chart No. +) Po- 
tential sales of 100,000,000 such lamps 
sound very fantastic indeed—and it may 
be hard to believe that the average home 
needs—for their own benefit—five such 
lamps. A careful examination of these 
figures shows that these potentialities are 
not exaggerated. As a matter of fact, 
taking the broader aspect of the number 
of seeing spots per home—spots where 
25 foot-candles or more are needed, we 
find better than 10 such seeing spots per 
home—and half of these can be taken 
care of by one or more of the Better 
Sight lamps. 


Profitable Results From Coordinated Sales 
Activities 

All sales allies share in the benefits of 
any successful utility-dealer sales de- 
velopment program. They share in in- 
creased sales and profits. This has been 
particularly well shown in the Better 
Light activity. But such a program, 
with its attendant benefits to all, can 
only be successful if each cooperating ally 
does his part and his share of the work. 
Profitable results accrue only in direct 
proportion to the added combined effort 
put forth. 

The development of  utility-dealer 
sales programs indicates that although 
many of them have reached a high state 
of perfection, there are still many ways 
in which they can be profitably ex- 
panded. The basic principles of success 
in such undertakings are today well 
known. They include: 
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Recognition of the need for utility leader- 
ship. 

Sincerity of purpose. 

The right sales compensation plan. 

Fair merchandising policies. 

Sound appliance installment sales policies. 

Avoiding of exclusive manufacturer repre- 
sentation. 

Recognition of the fact that utility mer- 
chandising is an incidental job to the 
primary function of selling the fuller use 
and more complete appreciation of utility 
services. 

Advertising the advantages of utility ser- 
vice instead of products. 

Carrying on sales programs that encour- 
age the widest possible 
sales allies. 


participation by 


Dealers and all other sales allies have 
benefited tremendously in the past from 
cooperative utility-dealer sales develop- 
ment programs. They have brought big 
profit opportunities to dealers, distribu- 
tors and manufacturers of residential, in- 
dustrial and commercial lighting equip- 
ment, as well as electrical equipment of 
other kinds. 

Utilities have benefited because of the 
increased volume of service-using equip- 
ment moving into the homes, offices and 
industries in the areas served. They 
have benefited from an increase in the 
number of dealers in their service areas. 


How Can We Make the Better Light— 
Better Sight Program Do Even a Better 
Job in Building Good Customer Relations? 

We have had five years now of the 
Better Light—Better Sight program. 
What should our objective be for the 
next three to five years? To my mind, 
here are the high spots: 

We should amplify our educational 
work — make it make it 
stronger, carry it on more continuously. 


broader, 


We have a tremendous job in educat- 
ing the broad trade which handles light- 
ing devices, lamp bulbs, portable lamps, 
and lighting fixtures. 

We must carry the light still further 
to our friends in the optical and medical 
professions. They can help us and we 
can help them only as we get to know 
each other better and freely exchange 
information. 

Then there is the great, continuing 
educational job with the users—the con- 
sumers. On this we have made a start 
—but only a start. It takes a long time 
to change opinions, to change habits of 
thinking. This is our most important 
job for the future. 

Second, we need more and _ better 
trained salespeople who not only know 
the fundamentals of Better Light—Bet- 
ter Sight but know how to present and 
apply them. An army of trained sales- 
men should be our focus of attack on 
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Chart No. 4 
MARKET POTENTIAL & 
es TYPE Lamps nentian | 


(Cumulative) 














1934 1935 1936 1937 1938 FUTURE 





habits, prejudice and 
darkness. 

Third, we need better organized 
dealer contact and dealer training. The 
potential users of Better Light—Better 
Sight are measured in millions, and it 
takes thousands upon thousands of con- 
tact points to speed the job. 


the dangers of 


Franklin T. Griffith Named 
First Citizen of Portland, 


Ore. 


RANKLIN T. GRIFFITH, Pres- 

ident of the Portland Electric Power 
Company and its several subsidiaries in- 
cluding the Portland General Electric 
Company and the Portland Traction 
Company, has been named ‘‘Portland’s 
First Citizen for 1938” by the Portland 
Realty Board. 

For the past eleven years, the Port- 
land Realty Board has publicly singled 
out that citizen in its community who 
for outstanding public service in the cur- 
rent year and over a period of years has 
stood out from the crowd and been a 
wholesome example to others. The 
award was made to Mr. Griffith at a 
formal dinner meeting on January 4. 

The honor was conferred upon Mr. 
Griffith this year, not only for his con- 
structive efforts in bringing about a pro- 
gram of cooperation between the Federal 
Power Project at Bonneville and _ the 
existing private enterprises, but also for 
his calm counsel in helping to solve knot- 
ty labor problems in other industries 
during the past year. The secret com- 
mittee in making its report pointed not 
only to Mr. Griffith’s current activities 
but to the long period of years in which 
he has given outstanding service to the 
community, and marked this year by the 
silver anniversary “of his top-flight posi- 
tion in the Portland business world.” 
Mr. Griffith became president of the 
Portland Electric Power Company 
twenty-five years ago. 


— 











Januar) 


opera 
being 
diseas 
Tr 
culiat 
tion 
comp 
are V 
tric 
burns 
has b 
in th 
visior 
mum 
and © 
low 
burn: 
the 1 
mode 
pract 
condi 
in thi 
to sti 
unce: 
treat: 
larly 
O: 
that 
eases 
ing, 
gas, 
of d: 
ment 
Not | 
has < 
ent. 
ease 
the 
alert 
orde 
D 
to e1 
to wv 
thos 
tion 
men 
littl 





, 1939 








a 


rs of 


nized 
The 
setter 
nd it 
con- 


ned 


id, 


Pres- 
ower 
25 in- 
ectric 
ction 
and’s 
tland 


Port- 
rgled 
who 
- cur- 
s has 
en a 
The 
at a 
. 
Mr. 
con- 
pro- 
deral 
| the 
» for 
<not- 
tries 
com- 
| not 
vities 
rhich 
» the 
y the 
posi- 
rld.” 
the 


pany 








January, 1939 


EDISON ELECTRIC INSTITUTE BULLETIN 


Page 9 


Occupational Disease Hazard 
in the Public Utility Industry 


By J. J. Wittmer, M.D. 


Medical Director, Consolidated Edison Co. of New York, Inc. 


A paper presented before Public Utilities Section at the 25th Safety Congress, 


HE Public Utility Industry as 

compared to other types of manu- 

facturing, processing, or mining 
operations, enjoys an enviable position in 
being relatively free from occupational 
disease hazards. 

True, definite accident hazards pe- 
culiar to the manufacture and distribu- 
tion of the commodities of the utility 
companies have always been present and 
are very obvious, i.e., electric shock, elec- 
tric burns, gas poisoning, and steam 
burns; and, because the accident hazard 
has been so obvious, every advancement 
in the industry has been paced with pro- 
visions to reduce these hazards to a mini- 
mum. With the innumerable contacts 
and ever present exposure, the present 
low incidence of electric shock, electric 
burns, gas poisoning, and steam burns in 
the industry is a great compliment to 
modern engineering achievements in safe 
practices and operation. While these 
conditions, of course, will not be treated 
in this paper, I will take this opportunity 
to stress the importance of intensive and 
unceasing effort in devising a_ better 
treatment of electric shock and particu- 
larly the low voltage shock. 

On casual observation it would appear 
that the possibility of occupational dis- 
eases can be ignored in the manufactur- 
ing, distribution, and sale of electricity, 
gas, and steam. While the high hazard 
of disease definitely peculiar to employ- 
ment and common in some industries is 
not present, investigation and experience 
has shown that the “possibility” is pres- 
ent. The fact that the occupational dis- 
ease hazard is not obvious makes it all 
the more insidious and demands more 
alert and persistent efforts on our part in 
order to protect the employee. 

The purpose of this discussion is not 
to enter into a controversial question as 
to what is an occupational disease. In 
those States where scheduled occupa- 
tional diseases are specified in the Work- 
men’s Compensation Act, comparatively 
little controversy arises. It is in those 
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States where the so-called “blanket” or 
“all inclusive” Act has been passed that 
we must look for interpretation. 

An occupational disease has been de- 
fined as: 

“A disease peculiar to the occupation in 
which the employee is or was engaged and 
due to ‘causes’ in excess of ordinary hazards 
of employment as such.” 

In 1935 the New York State Ipdus- 
trial Board, before the “all inclusive” 
amendment became effective, offered the 
following definition for the guidance of 
its referees: 

“The disease must be characteristic and 
peculiar to the occupation to make it come 
within the provision of the law.” 

A recent court decision in the Con- 
necticut Supreme Court of Errors ruled 
that: 

“To come within the definition, an occupa- 
tional disease must be a disease which is a 
natural incident to a particular occupation, 
and must attach to the occupation a hazard 
which distinguishes it from the usual run of 
occupations, and is in excess of that, attend- 
ing employment in general.” 

It is with this interpretation that we 
will consider the occupational disease 


hazard in the Public Utility Industry. 
Consistent with uniform experience, 
dermatitis is one of our major problems. 
A dermatitis can vary from a mild irri- 
tation lasting a few hours or days to a 
chronic weeping lesion which may con- 
tinue for weeks or months. Dermatitis 
may and can be produced by the pre- 
servatives and insulating substances in- 
corporated in various kinds of equipment. 
In order to avoid dermatitis, particular 
care is necessary not only in the selection 
of insulating materials, preservatives, 
and even transformer oils, but also in 
the way it is to be handled by the men. 
One would little suspect that rhus 
toxicodendron was a problem with a 
metropolitan utility company, yet each 
Summer we have had several compensa- 
tion cases arising in our distribution 
work where contact with poison ivy was 
a natural incident in the employees’ par- 
ticular occupation. Certainly education 
in the recognition of the poison ivy plant 
and immunization of the more suscepti- 
ble helps to eliminate this hazard. 
Care must be used in the selection of 
all materials used for cleaning purposes. 
Even the ordinary hand soaps made 
available for the personal use of em- 
ployees must be carefully selected. In 
considering any problem of industrial 
dermatitis we are all aware of the fre- 
quency of individual sensitivity where 
the material itself may not be considered 
at fault. A substance may be entirely 
harmless to the vast majority of the men 
but peculiarly harmful to a certain few. 
Therefore, our problem is not only in 
the selection of materials and education 
in the proper handling of these materials 
but also, in not permitting the employee 
who is allergic to certain substances to 
work where he will be exposed to them. 
The only solution for elimination of 
dermatitis in a man who is individually 
sensitive is to permanently remove him 
from exposure. 
One of the most troublesome problems 
of the industry is the hazard incident to 
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volatile solvents. Outstanding in this 
group is carbon tetrachloride. Carbon 
tetrachloride is extremely and dangerous- 
ly toxic. When inhaled in concentrated 
form in space that is poorly ventilated, 
it will produce unconsciousness with 
practically no premonitory symptoms, 
followed by almost immediate death. Sev- 
eral years ago we made a study of the 
use of carbon tetrachloride and found a 
surprisingly large amount used in vari- 
ous maintenance operations. As a non- 
inflammable grease solvent, it was a 
favorite in maintaining good housekeep- 
ing in a generating station. It was ex- 
tensively used in cleaning meter parts 
and in the inspection and repairs of 
meters. While no claim had been filed, 
and to our knowledge there had been no 
cases of poisoning, we discourage its use 
entirely wherever the operation permits. 
Carbon tetrachloride is not as vitally 
necessary, as one would think, for clean- 
ing purposes in most of the places where 
it is used. Stations where it was con- 
sidered indispensable have since its exclu- 
sion maintained a clean house and effi- 
cient operation by using only clean rags 
to keep the equipment free from dirt, 
grease, and grime. Where carbon tetra- 
chloride is essential to the operation of 
the plant, we insist on a closed system, 
adequate down draft ventilation or a 
fresh air mask for the workman, which- 
ever is the more practical. A close check 
is kept through our Purchasing Depart- 
ment of the amount of carbon tetrachlo- 
ride used and through inspectors of the 
safety group, as to where and how it is 
used. Another important use of carbon 
tetrachloride in the industry is in the fire 
extinguisher. Happily, fires do not oc- 
cur often and the incident exposure is 
rarely in a small confined space. The 
use of a substitute such as trichlorethlene 
has been discouraged. We are of the 
opinion that from a practical operation 
standpoint it presents a greater health 
hazard than carbon tetrachloride. When 
it is used the same precaution mentioned 
above should be followed. The extreme 
fire hazard incidental to the use of ben- 
zene, gasoline, or alcohol discourages 
their use, and accordingly, they present 
practically no health hazard. 


Wherever lead is used in any combina- 
tion whatsoever, the possibility of lead 
poisoning is present. However, the use 
of lead in the utility industry is so ap- 
parent that the hazard is easily con- 
trolled and can be quickly eliminated. 
The lead covering the transmission cable 
and the soldering of splices offers no 
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problem of lead poisoning, if the work- 
man follows ordinary rules of personal 
hygiene so that he does not ingest the 
lead. The soldering operations inciden- 
tal to meter repair work offers no diffi- 
culty if hooded ventilation and _ strict 
personal hygiene is followed. Lead melt- 
ing operations in the reclaiming of scrap 
conduit or for surfacing parts is not 
hazardous, if the temperature of the lead 
pot is held to that point where there is 
no emanation of extensive fumes but, 
even then adequate exhaust ventilation is 
advisable since one cannot always vis- 
ualize chemical vapors. Acetylene cut- 
ting of lead pipes does present a problem 
of lead poisoning, if the workman is not 
given adequate protection from lead 
fumes. The maintenance of equipment 
and properties require the services of 
painters who still must use paints con- 
taining lead. The degree of hazard and 
the possibility of controlling the hazard 
is the same as with painters in any other 
industry, viz., to eat food unsavored with 
paint particles from the hands. and to 
keep the hands out of the mouth. Prob- 
ably the greatest possibility of the work- 
man ingesting or inhaling lead dust in 
the utility industry exists in the operation 
of chipping or blowing off lead paint 
from old structures preparatory to re- 
painting. Here, respirators and good hy- 
giene are absolutely necessary. 


It is well here to call attention to the 
utmost care which must be taken in con- 
cluding that an occupational disease real- 
ly exists. It must not only be clearly 
demonstrated that the individual’s com- 
plaints or incapacity is due to a toxic 
material, but very definitely that the par- 
ticular occupation exposes the employee 
to that toxic material. Three recent 
cases illustrate this problem. First, a 
middle-aged employee who had been a 
painter for fifteen years was confined to 
his home suffering with headache, nausea, 
vomiting, and elevated temperature. The 
attending physician informed on his first 
visit that the man was a painter, filed a 
report with the State Labor Department 
that the employee was suffering with lead 
poisoning. Extensive studies of blood 
and urine during the next month failed 
to show any evidence of pathological lead 
absorption. The employee actually pre- 
sented a classical picture of acute intesti- 
nal infection. He received treatment for 
this condition and was sent back to work 
in two weeks. Subsequent investigation 
has shown the man to be in good health 
since. Conversely, another employee in 
his thirties who had worked as a painter 
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less than two years was treated, over a 
period of three months by several doc- 
tors, for gastroenteritis and cystitis: On 
a close checkup, cystoscopic examination 
revealed his urinary tract complaints 
were due to the heavy metal poisoning. 
This diagnosis was confirmed by tests of 
the blood and urine. 


Again, a case of lead encephalopathy 
occurred in a fifty year old Italian la- 
borer, who had always done pick and 
shovel work. While the mental symp- 
toms might have been thought of as in- 
dicative of lead poisoning, extensive 
investigation revealed the fact that he at 
no time had ever worked with lead. Our 
nearest clue to the source of the lead 
poisoning was the fact that the employee 
had always made his own wine. 

The reconditioning of equipment, fur- 
niture, and vehicles presents the problem 
of spray painting with all the attending 
risk of poisoning from volatile solvents 
contained in the paint removers, paints, 
enamels, and lacquers. I cannot empha- 
size too strongly that the employee must 
be protected by forced draft ventilation 
of a spray paint booth or by wearing a 
suitable fresh air mask. 

Welding is a necessary procedure in 
construction and maintenance work. 
While it is generally conceded that the 
health hazard associated with welding 
operations is not great, yet precautions 
must be taken. We all are aware of the 
necessity of protecting the eyes from 
the rays of electric arc welding. The 
different metals to be welded, the impur- 
ities in these metals and the material 
contained in the coating used on the 
welding rods make it necessary to pro 
tect the men from the metal fumes 
emanating therefrom. We insist on the 
following procedures in our welding op- 
erations. On the small job in a well 
ventilated area there is no metal fume 
hazard. On the big job requiring sev- 
eral days or more of exposure, fresh air 
masks must be worn, if forced exhaust 
ventilation cannot be maintained. In 
the welding shop where small welding 
operations are going on continuously, 
adequate exhaust ventilation must al- 
ways be maintained. Under all circum- 
stances, the eyes of the welder and “sur- 
rounding” workmen must be protected. 

Silicosis is not a problem in the rou- 
tine operation in the industry. Where 
there is any tunneling job which requires 
drilling through silica-bearing rocks 
there is, of course, a silicosis hazard pres- 
ent. In the average street excavation 


work, the laying of mains, or the repair 
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of underground transmission lines, | be- 
lieve that it can safely be conceded that 
such drilling operations incidental to this 
work present no silicosis hazard. The 
workman’s head is usually well above 
the street level and being in the open, 
he is not exposed to such a dust concen- 
tration as to cause silicosis. It is con- 
ceivable that even in some street excava- 
tion jobs that the character of the ex- 
cavation can be such, that unless dust 
protection equipment is applied, that the 
man may be exposed to a dangerous con- 
centration of silica-bearing dust. All 
jobs must be studied and answered ac- 
cording to the conditions presented. We 
are often, of course, confronted with the 
problem of the rock driller being in- 
capacitated from silicosis contracted in 
the course of previous employment. In 
my opinion, this troublesome problem 
has been at least partially solved by the 
provision in New York State whereby 
the workman is not deprived of employ- 
ment even though by x-ray and history 
he shows evidence of silicosis, but on the 
other hand the employer is protected by 
a fixed period of liability, should the 
workman become incapacitated. Our in- 
formation and knowledge as to relation- 
ship between pulmonary tuberculosis and 
dust exposure is in such a state of con- 
fusion that I merely mention pulmonary 
tuberculosis as an associated problem 
which still has to be satisfactorily solved 
wherever there is a possibility of exces- 
sive dust exposure. The solution of this 
confused state rests more with the med- 
ical than the engineering fraternity. 

The inventive mind of the engineer 
and chemist in developing new processes, 
new materials and new uses of old ma- 
terials, places mechanical progress in ad- 
vance of our knowledge of the health 
hazards which may be present in the new 
procedure. As an example, I cite the 
process of metallizing wood and other 
surfaces. This new metallizing process 
under experimentation in one of our con- 
struction shops resulted in a case of cad- 
mium poisoning in one of our employees. 
Fortunately, it was a mild exposure and 
the employee was not seriously ill nor 
did he have any after-effects result. It 
illustrates the care which must be taken 
in making sure that no health hazard ex- 
ists in any new procedure. 

Recent attempts in the literature to 
confuse the results of acute carbon mon- 
oxide poisoning with claimed effects from 
so-called chronic carbon monoxide poi- 
soning warrants some comment. ‘There 
can be no question but that in some cases 
harmful after-effects may result from 
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acute carbon monoxide poisoning. It is 
also generally conceded that the possibil- 
ity of after-effects is greater where the 
individual has been exposed to a low con- 
centration of gas over a long period of 
time, that is continuous exposure for sev- 
eral hours or even a day or two. We also 
know that in this type of exposure the 
probability of fatality is greater. But 
these are still cases of acute carbon mon- 
oxide poisoning and any unfavorable 
sequellae which may be attributed to the 
exposure are the result of ‘acute’ carbon 
monoxide poisoning. I have never seen, 
nor do I know of any authentic case 
where symptoms or pathology were the 
result of repeated exposure to a low con- 
centration of the gas for short periods; 
or where at the time of the exposure the 
individual had no symptoms. So, while 
we do recognize the occupational disease 
consisting of the sequellae following 
acute carbon monoxide poisoning, yet we 
do not recognize any problem of so- 
called ‘‘chronic carbon monoxide poison- 
ing.” 

Contrary to popular belief, the inci- 
dence of acute carbon monoxide pvison- 
ing in the utility industries is compara- 
tively rare. The requirement of efficiency 
in production and distribution demand a 
closed system and a minimum amount of 
waste due to leaks. I believe it can safe- 
ly be said that the workman in a gas 
manufacturing plant or around a hold- 
ing station is exposed to less carbon 
monoxide than the average traffic officer 
at a busy metropolitan intersection. 

It must not be inferred that just be- 
cause the material is toxic, or capable of 
producing an occupational disease, that 
the material or process must be dis- 
carded. If this viewpoint had prevailed 
you would not be enjoying the benefits 
of electricity, gas, or steam as we do to- 
day. Only recently two methods of 
processing the ends of poles to prevent 
decay and termite destruction were pre- 
sented to our Medical Department for 
an opinion as to the health hazard. In 
each process the chemicals used were 
poisons. However, in conferring with 
the engineers, a procedure in the using of 
these two processes was devised, i.e., us- 
ing heavy gloves or long handled 
brushes; or where the chemical was in- 
jected into the pole, unbreakable con- 
tainers are used, so that there is no health 
hazard at all present to the workmen 
who follow instructions. Without dis- 
carding the material the hazard was nice- 
ly removed. 


In conclusion, study and analysis of 
the activities in the public utility indus- 
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try reveal that some degree of occupa- 
tional disease hazard does exist. ‘The 
fact that very often the hazard is not 
pronounced increases the problem of pre- 
vention. According to the necessity and 
the conditions, various approaches to 
avoid the hazard must be utilized. The 
knowledge and control of the amount of 
dangerous materials used is helpful. Be- 
cause there is no alternative, many opera- 
tions using materials which present a 
health hazard must be continued. The 
proper answer essentially is to provide 
safeguards so that the operation is free 
from all hazards. Any new materials or 
the institution of a new function should 
be carefully studied by both the medical 
and the engineering sections. They, to- 
gether, should be certain that no health 
hazard is present before the material or 
operation is put to use. 

The public utility industry must con- 
stantly keep before them the possibility 
than an occupational disease hazard may 
exist in any of their various operations. 
It is only by a continuing preventive 
program that the employee will be ade- 
quately protected. Need I say that the 
employer will also thereby be aided in 
getting a better job done? 

There is no need for any hysteria over 
the occupational disease laws which are 
being enacted. A calm, intelligent, and 
rational approach to the problems which 
they present will eventually result in an 
improvement in the health of our work- 
men and a benefit to the industry. 

One of the greatest hazards in this in- 
dustry or in any industry is the human 
reaction to existing hazards. Contempt 
because: of familiarity or long contact 
with a procedure or substance is hard to 
overcome. However, constant reitera- 
tion of rules and regulations and in spe- 
cial instances severe disciplinary action 
do aid in holding down the number of 
cases. Absent-mindedness or periodic 
lack of concentration does increase the 
exposure hazard. Close observation and 
an understanding of the character and 
behavior of each employee by the im- 
mediate supervisor is of material aid. 

A rule or regulation is enforceable and 
is highly successful only when it is clear- 
ly understood and has the whole-hearted 
cooperation of the employee. 

Occupational disease should be held to 
a minimum because: 

1. The employee is entitled to and the 
employer is morally obligated to see that 
work is performed under the most healthful 
conditions that men and science can devise. 

2. A healthy worker is happy, is efficient, 


and is regular in the performance of his 
duties. 








Page 12 


EDISON ELECTRIC INSTITUTE BULLETIN 


PRIZES AND AWARDS 


to be administered by the 


EDISON 


ELECTRIC INSTITUTE 


and awarded in 1939 





Prizes to Individuals 
For Papers on Subjects Relating to the Electric Light and Power Industry 





FORBES PRIZE ....... . Public Relations 

A cash award of $250 donated by Mr. B. C. Forbes, Editor, Forbes 

Magazine, for the most meritorious paper dealing with the subject of 
Public Relations in the Electric Light and Power Industry. 


McGRAW PRIZE .......... Engineering 


Cash prizes of $250, $150 and $100 donated by Mr. James H. McGraw, 

Honorary Chairman, McGraw-Hill Publishing Company, for the three 

most meritorious papers on any Engineering or Technical subject re- 
lating to the Electric Light and Power Industry. 


RULES AND CONDITIONS OF CONTESTS FOR ABOVE PRIZES TO INDIVIDUALS 


Any person employed by an electric light and power 
company is eligible to enter the competition. No per- 


length, and pen-and-ink drawings or photographs 
suitable for reproduction may be included. Papers 
should be typewritten on one side only. 

The first page of the manuscript must give the following 
information: the name of the prize for which the paper 
is submitted, title of paper, name of author, name and 
address of employing company, title or character of 


position and home address. One paper may not be 
submitted for more than one 

Papers not receiving awards will, upon request, be re- 
turned to contestants after the awards have been 
announced at the 1939 Convention of the Institute. 
Prize winning papers will be available for inspection at 
the general offices of the Institute. 


Papers for above prizes must be forwarded, in duplicate, by March 1, 1939 





Awards to Individuals 
For Accomplishments or Acts as Specified 








THE R. B. MARSHALL AWARD ............ + Electric Ranges 
A cash award of $500, divided into five equal parts of $100 each for ss epresentatives 


who sell, lease or rent during the calendar 
domestic electric ranges of a rated capacity o 


ear 1938 the greatest num 
seven kilowatts or more. 


r of individual 


The purpose of this award is to promote greater activity and efficiency among utility retail 


salesmen. 


CLAUDE L. MATTHEWS AWARDS ...............+ For Valor 


For acts of devotion to duty wherein extraordinay courage has been exercised in efforts to 

maintain important electric service or to restore service in the shortest possible time. 

Geen cah ened cas of 000 ene ofinad Ses thn calenieg yous 18D by Bo. Claude L. Matthews, Vice President, W. N. Matthews 
selected on of evidence submitted, 


Corporation, to the indi 


as being most entitled to the awards. A citation and an 


ite button or accompan: ns 
tr the wear st be sabe by toe President it or acting executive head of the company Yo Edo Hct 


recommended is 
Tnstitute not later than Af 
after the occurrence of the act of 


tions for the year 1938 must be forwarded to the secretar: 
_—- It is urged that a recommendation for the valor award be 





Statements substantiating entries for above awards must be forwarded, in duplicate, by March 1, 1939 





Complete details concerning the two above awards should be secured from the Secretary, Edison Electric Institute, 420 Lezinglon Ave., New York, N. Y. | 








Awards to Companies and Individuals 
For Accomplishments in Specified Activities 





CHARLES A. COFFIN AWARD 
Sponsored by the General Electric Company 


A Gold Medal, known as the Charles A. Coffin Medal will be awarded for the year 

See ne ieee ies Calas Sesion, its hee 

peep whe oe in its and physical plant, thereby mak- 
Sapte enaanan cuabiiniicn to a ertignen.ct Oeeeastgianheere tn te 

os of the public and the benefit of the industry. ennene one 
the medal will also receive $1,000 for its employes’ benefit or similar fund 





GEORGE A. HUGHES AWARD 
Domestic Electric Cookery Load 


A trophy donated by Mr. George A. Hughes, President, Edison General Electric 
Appliance Company, Inc., to the public utility operating company within the United 
States which, during the year 1938, has shown the greatest contribution to the de- 





AUGUSTUS D. CURTIS AWARD 
Lighting of Buildings 
A certificate donated by Messrs. Darwin Curtis and Kenneth Curtis, of Curtis Light- 








po nnn = ted, in memory of Augustus D. Curtis, to reve month er ting 

say aie the United States whi which, howien the twelve month 

, 1939, has shown the greatest n to 

Imi of intr exteriors of snd Pc Bang 3 «uk 

$300 to the individual or individuals ia on for the 
aiovemeal. A consadl poten of $500 end 6 Oisd peten of 100 to individual or 
individuals responsibl of the companies adjudged second and 
third in the contest. 

THOMAS W. MARTIN AWARD 


Rural Electrification 
A beans pings denseel by Me Thomas W. Martin, President, Alabama Power 
to the ee utility operating me within the United States which, 
der ng the year 938, has shown the greates to the ad of 
within the company’s territory due 











velopment of the Domestic Electric Cookery Load through Promotion, or selling, or t eer of lec, “Eevlopment whee a electric 4 
} per $1,000 to the indi . ae aene —— rural lines, organization and plan for lucting rural elop- 
Presentations of accomplishments must be forwarded by April 1, 1939 
IMPORTANT- Pama should be secured the Secretary, Edison Elect it of the enterprise presented in papers or exhibits 

— ~~ op es Pood yoy whe Institute, 420 0 ezingon Avenue, New York, N. 2 of voll be the ime fe Waster in determining owards, without 
» Hughes Award, and the WMarlin Award _—_Elaborale and costly ezhibils are unnecessary. The regard lo the si size of competing companies. 











Papers and Exhibits for 1939 prizes should be add 





d to the S y, Edison Electric Institute, 


420 i earcae Avenue, New York, N. Y. Winners will be announced and prizes awarded at the 
1939 Convention of the Edison Electric Institute 


PRIZE AWARDS COMMITTEE: Charles W. Kellogg, James E. Davidson, H. P, Liversidge, Chairman, Lewis B. Beatty, Secretary 
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The Depreciation Problem for Income Tax 
Purposes as It Relates to Public Utilities 


By R. C. Staebner 


Chief, Public Utilities Section, Internal Revenue Bureau, Washington, D. C. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


S you all know, the Income Tax 
Law permits as a deduction from 
income: 

Section 23 (L)— 

“A reasonable allowance for the exhaus- 
tion, wear and tear of property used in the 
trade or business, including a reasonable 
allowance for obsolescence”— 
and the regulations state in amplifying 
this clause in the law that: 

Art. 23 (L)—1: 

“The proper allowance for such depreci- 
ation of any property used in the trade or 
business is that amount which should be set 
aside for the taxable year in accordance with 
a reasonably consistent plan (not necessarily 
at a uniform rate), whereby the aggregate 
of the amounts so set aside, plus ‘the salvage 
value, will, at the end of the useful life of 
the property in the business, equal the cost 
or other basis of the property determined in 
accordance with Section 113.” 

Fundamentally there are then two 

‘problems involved in the determination 
of the depreciation deduction: 

1. The total amount or basis to be ulti- 
mately recovered, and 

2. The amount to be deducted in a given 
taxable year. 

In general the depreciation base is the 
actual cost of the depreciable property or 
its value at March 1, 1913, or some 
other date when the circumstances of its 
acquisition permit of a valuation under 
the tax law. Since we are here concerned 
with the factual determination of the 
basis, it is unnecessary to consider the 
somewhat complex legal prescriptions 
which permit valuations at dates other 


than March 1, 1913 


The case is relatively simple where 
cash construction cost is involved, since 
all elements of cost of strictly depreciable 
property may be included in the base. As 
a tule, the only problem is the proper 
allocation of undistributed overheads, so 
general in their nature that it is much 
more practicable to keep them in over- 
head accounts than attempt distributing 
them to the depreciable classifications as 
the construction progresses. G.C.M. 
9357 (C. B. X-1 page 385) permits the 





inclusion in the base of the portion of 
the following expenditures during con- 
struction which can reasonably be as- 
signed to property subject to deprecia- 
tion, viz.: 

Engineering and superintendence 

General officers’ and clerks’ salaries and 
expenses 

Office supplies and expenses 

Law expenditures 

Injuries and damages 

Insurance 

The problem is to allocate these items 
between non-depreciables such as land, 
water power rights, etc., and true depre- 
ciables, and although meticulous distinc- 
tions are impossible, reasonably satisfac- 
tory allocations can be made. 


Interest and taxes during construction, 
if capitalized by the taxpayer, have been 
held by the Bureau to be non-depreciable, 
in so far as the years prior to 1932 are 
concerned, the 1932 Act (Sec. 113 (b) 
(1) (A), however, permits the capital- 
ization of taxes and interest on “unim- 
proved and unproductive real property.” 

Acquisitions of utility systems or sub- 
stantial parts thereof present a somewhat 
more difficult problem, since usually 
there is more involved than the mere pur- 
chase of depreciable assets. Leaving aside 
the questions which arise in the deter- 
mination of the cost where the considera- 
tion is other than cash and those some- 
what difficult questions involved in the 
acquisition of controlled properties, only 
arm’s length purchases for cash or its 
equivalent will be considered. 

Now the purchase price of a going 
utility system may not be divided simply 
between land and depreciable property, 
for the reason that there are almost in- 
variably other elements included in the 
transaction. The Bureau has consistently 
held that that portion of the purchase 
price recoverable through depreciation 
can never exceed the cost of reproduction 
new less accrued depreciation, and may 
be less than that in many cases. Any 
difference between the cost and the total 


amount allocated to depreciables and to 
non-depreciable assets, such as land, is 
assignable to intangibles, recoverable 
upon ultimate disposition, but not subject 
to depreciation. 

It is fully realized that this position 
with respect to the limit of value of 
depreciable property in many cases re- 
sults in the assignment of a part of the 
consideration to intangibles where no 
good-will or other intangibles in the con- 
ventional sense appear to attach, in other 
words, where no earnings in excess of a 
fair return on the investment in tangi- 
bles can be shown. A simple example 
will show the underlying principle and 
clarify, perhaps, the rest of the discussion 
of this question. Many times in the proc- 
ess of building up the larger utility sys- 
tems, the plant and business of a small, 
but complete utility has been acquired. 
The generating plant of the small utility 
is abandoned after a brief period of use— 
in fact, as soon as the distribution system 
can be hooked into the power system of 
the purchaser. It is the usual, and per- 
haps the natural thing, to spread the 
value of this plant over the assets re- 
tained or to claim a loss on the abandon- 
ment of this small generating plant—but 
the Bureau does not recognize a real loss 
since in practically all such cases, it was 
a known fact that the generating plant 
would be shortly disposed of. In other 
words, nothing was in fact paid by the 
purchaser for the plant. Although it 
maybe true that the vendor figured its 
value in determining the asking price, it 
is held that the amount allocated to the 
old generating plant is a true intangible 
to be set aside as non-depreciable and 
recovered only on final disposition of the 
purchased property. 


There are many cases of acquisitions 
of going utilities at prices far in excess 
of any reasonable cost or value repre- 
sented by tangible assets. Such excess 


is considered to be intangible costs paid 
for territory and future customers. That 
these intangibles may not properly be 
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designated as good-will, or franchise val- 
ues is undoubtedly true and the Bureau 
has not attempted to christen them—call 
them what you will. They are found in 
arm’s length as well as in controlled 
transactions. 

Where valuations are required, fol- 
lowing the same principle, it is held that 
the depreciable basis cannot exceed cost 
of reproduction new less accrued depre- 
ciation and may be less, if as in many 
cases, it is true that the property would 
not now be reconstructed in kind, or for 
other reasons, if the actual fair market 
value is less than a reasonable construc- 
tion cost. In general, historical cost, after 
adjustment for unrecorded retirements, 
with an appropriate reserve for accrued 
depreciation, has been considered the 
value of the property at March 1, 1913. 
Likewise, historical costs trended by in- 
dex numbers are used for depreciable 
property valuations at other dates. 

Retrospective appraisals are used for 
the establishment of bases only as a last 
resort, and are subjected to careful and 
thorough scrutiny. T. D. 3367 (C. B. 
I-2 p. 243) and I.T.M. 3209 (C. B. 
III-2, p. 339) sets forth clearly the 
requirements with respect to these ap- 
praisals, and in general, these same re- 
quirements have been applied to all 
appraisals whether current or retrospec- 
tive. Those of you who are familiar with 
the security flotation appraisals of the 
Golden Age of utility expansion will 
perhaps sympathize if not agree with the 
Bureau’s position. 


As a connecting link between the dis- 
cussion of depreciable bases and that of 
the depreciation deduction, the following 
quotation from G.C.M. 9357 (C.B. 
X-1, p. 388) is especially appropriate : 

“It is apparent from the foregoing that in 
general the allowance for depreciation must 
be confined to property which gradually ap- 
proaches a point where its usefulness is ex- 
hausted, and that it may be made only where 
the property has a determinable useful life 
reasonably susceptible of measurement. It is 
equally clear that the deduction may not be 
claimed with respect to items which, although 
they represent capital investments, do not 
enter into the cost of wasting or depreciating 
properties or are not reasonably attributable 
to such properties.” 

Assuming that the basis has been prop- 
erly established, next comes the deter- 
mination of the depreciation deduction— 
that reasonable allowance for exhaustion, 
wear and tear and obsolescence as written 
into the statute. It has been interesting 
to review the various methods used at 
the time the Bureau undertook the inves- 
tigation of depreciation deductions. 
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‘There were several in common use, for 
example, a fixed percentage of gross in- 
come; a certain amount per unit of gas 
or electricity sold; application of a per- 
centage rate to the total “fixed capital” 
or “plant and property” account; a more 
or less arbitrary appropriation from in- 
come; deducting cost of property retired 
in lieu of depreciation; as well as stand- 
ard straight-line and sinking-fund ac- 
counting. 

Although no specific rule for the com- 
putation of depreciation is prescribed in 
the law, it is believed that the well- 
known straight-line method is usually the 
most satisfactory for public utilities. The- 
oretically, the determination of straight- 
line depreciation is very simple, involving 
but three factors, viz., depreciable basis, 
salvage ratio, and useful life. 


Salvage values are to be determined 
from past experience modified by a care- 
ful consideration of future prospects, and 
should be net—that is salvage less cost 
of removal. It is necessary to distinguish 
between receipts from salvaging opera- 
tions and ordinary sales, since profit and 
loss computations are required on the 
latter. Usually these can be distinguished 
without difficulty, but when questions 
arise, the general rule is that equipment 
sold for reuse in its present form is a 
true sale resulting in taxable income or 
loss. 

Average useful lives may be deter- 
mined in several ways. ‘The somewhat 
primitive method of basing estimates of 
service life on the judgment of experi- 
enced operating men has proved inade- 
quate under the complex conditions, and 
with the enormous equipment aggrega- 
tions found in the utility systems of to- 
day. This is stated with all due respect 
to the ability and experience of those 
who have attempted estimates of ‘this 
kind, and it is admitted that the mathe- 
matical interpretation of recorded equip- 
ment must be tempered by 
experienced judgment. Nevertheless, it 
is believed that the recognized methods 
of actuarial mortality, retirement ratio 
and turnover studies provide a sounder 
basis of useful life predictions. 

All three methods have been criticized 
as giving undue weight to past experi- 
ence, such criticism almost universally 


histories 


_ stressing the accelerated obsolescence re- 


sulting from the rapidity of present day 
technical advances and the far reaching 
economic and social changes now going 
on. But we must not forget that tech- 
nical advances and economic and social 
changes have occurred in the past also, 
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and, that after all, since depreciation 
involves a prediction as to the future, the 


only basis for predictions of any kind is § 


past experience. Moreover, it is usually 
found that record evidence indicates 
much longer actual lives than even ex- 
perienced and thoroughly qualified men 
estimate. Perhaps, this is because one 
thinks of the retirements he happens to 
know, which are likely to be the early 
ones, and forgets the units that stayed in 
service long afterwards. It will be found 
that studies of what actually has hap- 
pened automatically takes into account 
technical advances and accounting and 
management policies, and it seems that 
the burden is on him who attempts to 
show that the future will be radically 
different from the past. Nevertheless, it 
is admitted that such studies have to be 
carefully and critically worked out, that 
they cannot be applied blindly, and due 
consideration must be given to reasonably 
predictable future changes. By and large 
it seems safer to stick fairly closely to 
the life shown by these studies unless the 
reasons for departing therefrom are very 
strong. 

Given these three essentials in depre- 
ciation, viz., base, salvage and useful 
life, the determination of the amount 
allowable in a particular year is con- 
trolled by T. D. 4422 in so far as the 
years 1921 through 1933 are concerned, 
and by Article 23 (1)—5 of Regula- 
tions 86 and 94 thereafter. Mimeograph 
R. A. 714 contains a complete exposition 
of the Bureau’s interpretation of the 
T. D. and Regulations. The essential 
features are as follows: 


If average useful life is used, losses 
on normal retirement are not allowable 
for the reason that a depreciation rate 
based on average useful life is itself an 
average or composite rate, and provides 
for the accumulation of 100% deprecia- 
tion on normal retirements prior to the 
average life point, so that no loss in fact 
occurs. Obviously, if average life depre- 
ciation and losses are allowed the basis 
is fully recovered at the end of the aver- 
age life, which is incorrect, since, if the 
life used is a true average, part of the 
equipment will remain in service after 
that time. The only point in this con- 


nection which may call for explanation’ 
is the requirement that actual retire- - 


ments must be removed from the capital 
account. Since the full cost of these re- 
tirements—adjusted for salvage—is also 
taken from the reserve, thereby increas- 
ing the net amount recoverable on the 
remaining assets, it can be shown that if 
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the average life is correct, the full basis 
will be recovered through depreciation 


deductions. Normal retirement losses in 
any group of assets may be taken only if 
the expected life of the longest lived as- 
set in the group is used in computing 
depreciation and this is true even though 
separate reserves are maintained for each 
item of equipment. Nor does the Board’s 
Decision in the Illinois Pipe Line Case 
(37 BTA No. 158) affect this position. 
A careful reading of that decision will 
indicate that it is based on the conclusion 
that the life of the pipe line was limited 
by the expected life of the oil fields 
served, viz., twenty years, in other words, 
a maximum or economic life of twenty 
years was found as a fact—accordingly, 
the depreciation rate of 5% used is a 
maximum life rate and losses on retire- 
ment were properly allowable under such 
circumstances. Another important pro- 
vision (found in Section 113 b of the 
1932 Act and corresponding provisions 
of subsequent acts) is that which, in the 
case of old property, requires the adjust- 
ment of the recoverable sum for depre- 
ciation allowed or allowable in prior 
years, and limits the depreciation allow- 
ance to the recovery of this adjusted 
amount over its remaining useful life. 
This means that the allowed or allowable 
depreciation, whichever is the greater, 
for each prior year shall be deducted in 
determining the amount to be recovered. 
It should be noted, however, that this 
adjustment does not require the setting 
up of a remaining dollar balance to be 
spread over a certain number of years, 
for if the reserve account is adjusted to 
reflect the correct accrued depreciation, 
the depreciation rate can be easily revised 
for this excessive reserve and the depre- 
ciation correctly spread over the remain- 
ing life without disturbing the plant ac- 
count. 


Proper depreciation accounting re- 
quires that maintenance charges shall in- 
clude only maintenance and repair items, 
and that replacements shall be capital- 
ized either by removal of the original 
cost from the plant and reserve accounts 
as a retirement or by charging replace- 
ments directly to the reserve and leaving 
the capital account undisturbed. The 
latter method no substantial 
error unless the replacement cost is ap- 
preciably different from the original cost. 
Maintenance policies—both physical and 
accounting—have considerable effect on 
depreciation. Obviously, a high degree 
of maintenance tends to prolong the life 
of equipment, and the inclusion of any 


involves 
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replacement costs in expense accelerates 
reserve accumulation which automatical- 
ly reduces the depreciation rate. Not 
only will the extent to which replacement 
costs are included in maintenance affect 
rates which are based on retirement his- 
tories, but it is also possible to tell ap- 
proximately what the ratio of the depre- 
ciation reserve to the plant account 
should be for a given depreciation rate 
and plant growth. Consequently, the 
correctness of the depreciation allowance 
is subject to constant check by the reserve 
accumulation. 

Losses due to unforeseen economic 
changes and other causes of special ob- 
solescence are not provided for in the 
depreciation deduction. Such losses are 
allowable if and when sustained, but spe- 
cial obsolescence must be clearly shown, 
and usually is limited to the complete 
abandonment of a plant or service with- 
out functional replacement. In excep- 
tional cases where the circumstances war- 
rant and the date of abandonment can 
be definitely predicted, special obsoles- 
cence may be spread over the remaining 
life prior to the abandonment. However, 
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business and economic risks in the ordi- 
nary sense may not be included either in 
depreciation or special obsolescence de- 
ductions. 

In conclusion, it must be kept in mind 
that depreciation is in fact the recovery 
of dollars of investment and not of phys- 
ical things. It is true that equipment is 
normally in operation up to the day it is 
discarded, but regardless of its physical 
condition the investment has disappeared 
when the material things has been re- 
tired; accordingly, so-called per cent 
physical condition is not usually a fair 
measure of accrued dollar depreciation. 
Furthermore, depreciation is intended to 
recover present investment, and regard- 
less of the actual use of the reserve, 
has no relation to future capital require- 
ments either for replacements or addi- 
tions. 

The Bureau realizes also that no for- 
mula has been or may be devised for 
the determination of depreciation and 
that judgment must be exercised in all 
cases, based upon a careful consideration 
of all pertinent known facts and reason- 
able future expectations. 





Invitations to Compete for Coffin Award 
Have Been Extended 


NVITATIONS to compete for the 

Charles A. Coffin Award for 1938 
have been extended by the Prize Awards 
Committee of the Institute to all elec- 
tric light and power companies operat- 
ing in the United States. This award 
will be made at the Annual Convention 
of the Institute next June. 

Under the terms of the Charles A. 
Coffin Foundation as established -by the 
General Electric Company, the award, 
comprising a Gold Medal to the com- 
pany and $1,000.00 for the employees’ 
benefit fund, will be made to the com- 
peting company which has achieved the 
greatest advancement in its operations 
and physical plant, thereby making a dis- 
tinguished contribution to the develop- 
ment of electric light and power for the 
convenience of the public and the benefit 
of the industry. 

The committee suggests in its invita- 
tion that a statement of one or more 
outstanding accomplishments should be 
made the basis of the company’s presenta- 
tion. Information submitted should re- 


late particularly to the accomplishments 
which have reached fruition in the year 


1938, but information relating to deci- 
sions and operations of earlier years may 
be included when they played an impor- 
tant part in bringing about the outstand- 
ing accomplishments cited. 


Simple Presentations Urged 


The Committee urges that presenta- 
tions be simple and brief. A clear set- 
ting forth of the more significant facts 
and considerations is all that is neces- 
sary. Elaborate and costly exhibits are 
not desired. 

All statements shall be filed with the 
Committee not later than April 1, 1939. 
These documents should be addressed to 
the Prize Awards Committee, Edison 
Electric Institute, 420 Lexington Ave- 
nue, New York, N. Y. 

Committee of Judges for the Charles 
A. Coffin Award: 

CuHarRLEs W. KELLocG, President of 
Edison Electric Institute. 

Kart Taytor Compton, President 
of Massachusetts Institute of Technol- 
ogy. 

H. P. Liversipce, Chairman of Prize 
Awards Committee of E.E.I. 
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Legal Aspects of New Uniform 
Accounting Systems 


By F. M. Hunter 


Hannum, Hunter, Hannum and Hodge, Chester, Pa. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


HE subject appearing on the 

program in connection with my 

mame could, indeed, embrace a 
lot of “accounting” territory. Even if 
limited by the Session Topic to the 
Plant Accounts, it carries an injunction 
of restraint. If it be narrowed still 
further to “some” legal aspects of the 
new “plant” accounts, it is more in 
accord with my allotment of time. 

Such observations as I may make ex- 
press my personal impressions and arise 
from an abstract consideration of the 
systems, consequently they are subject 
to influence by specific facts of concrete 
cases. If I should allude to the new 
accounting system for “Electric”? Com- 
panies by name, I do so essentially for 
brevity. The problems involved are 
much the same for Manufactured Gas 
Companies under the new accounting 
systems prescribed or rather extensively 
under consideration, for that class of 
public utilities. 


Accounting Uniformity and “Original 
Cost” for Plant 

The power of a Utility Commission 
to require that the accounts of any class 
of Companies subject to its jurisdiction 
be stated on a uniform basis and also 
that property purchased or otherwise 
acquired be recorded so as to show both 
cost to the present owner and cost to 
the person who first devoted the prop- 
erty to public use, seems no longer an 
open question, so far as the United 
States Constitution is concerned. In 
1936 the Federal Supreme Court in 
American Telephone and Telegraph 
Company and others against the Fed- 
eral Communications Commission and 
others affirmed the existence of the 
power. 

While the concept of “Original Cost”’ 
as cost to the person who first devoted 
the property to public use—sometimes 
called “Aboriginal Cost”—first appeared 
as a utility accounting requirement in 
1931 in the States of Wisconsin and 
New York, the concept as a rate base 
element is much older. 
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As early as 1916, the Oregon Utility 
Commission announced that the term 
“Original Cost” needed definition and 
declared it evident, 

“that a statement of cost may be either (a) 
the cost to the present owners or (b) the 
cost of the integral portions of the property 
when first brought into public service to the 
persons who devoted them to such use, and 
regardless of whether they have since 
parted with the possession of the property.” 


“Operating Units or Systems” 

The Federal constitutionality of 
“Original Cost”, as a prescribed com- 
ponent of a Uniform Accounting Sys- 
tem for any class of public utilities 
seems settled law. However, the mean- 
ing and intent of the term, as used in 
the Federal Power Commission’s Uni- 
form System for Electric Companies 
subject to its jurisdiction—and adopted 
to date in principle by 24 State Regu- 
latory Commissions—is not altogether 
clear. The system does not purport to 
direct that all acquired property shall 
be stated on the Accounting Utility’s 
records, so as to show both the cost to 
the present owner and the cost to the 
person who first devoted it to public 


use, with the difference recorded in the 
balance sheet adjustment accounts. It 
does require such dual costing and such 
“adjustment” recording, for all “Elec- 
tric Plants acquired as operating units 
or systems by purchase, merger, con- 
solidation or otherwise.” Nor is this 
requirement confined to acquisitions, 
occurring after the effective date of the 
system. It equally applies to the man- 
dated reclassification of Electric Plant 
in existence at such effective date. This 
category of acquisitions therefore be- 
comes of real significance under the sys- 
tem and demands of the Public Utility 
Cost Accountant clear and definite per- 
ception as to the scope of the category 
itself. 

The phrase “Operating Units or 
Systems” is not defined in the system 
of accounts. It does not appear in the 
Federal Power Act. So far as my in- 
vestigation discloses, it has not received 
administrative interpretation. What then 
are some of the clues to its meaning? 

First of all, “Units” and “Systems” 
in the phrase are not synonymous for, 
in addition to the different literal im- 
ports of the words, the law presumes in 
promulgations such as here involved, 
that the regulatory agency abstains from 
indulgence in useless repetitions. 

Secondly, it is property that in and 
of itself requires no “Work Orders or 
Job Orders”, for Plant Instruction 13 
A provides that 

“All changes in electric plant (except the 
purchase or sale of electric plant constituting 
an operating unit or system) shall be re- 
corded by means of work orders or job 
orders.” 

By Plant Instruction 4 E, it is prop- 
erty that may require rehabilitations 
by the Accounting Company in order 
to bring it up to the latter’s standards. 

From these considerations it is clear 
that it is “fixed” property; property, the 
actual costs of which are not inherently 
affected by mere transfers of or succes- 
sions in, legal title. It has been so char- 
acterized by Mr. John H. Bickley, 
Chief Accountant of the Federal Com- 
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munications Commission, in a_ letter 
published in The Journal of Accoun- 
tancy for April, 1937. Property ac- 
quired for use at another location is 
complicated by too many costs of the 
acquiring Company, to have been meant 
for inclusion. 

It is property in “operation” in the 
hands of the selling or predecessor en- 
tity at the time of acquisition by the 
Accounting Company. Any relation of 
the term “operating” to the Acquiring 
Company is without significance, for 
substantially all property in the latter’s 
Plant Account is “operating” property. 
Mr. Bickley in the letter mentioned 
characterizes it as “going” property. 


It is property “operating” or “going” 
in public service. Dr. Morehouse writ- 
ing in the Yale Law Journal for April, 
1937, under the title, “Innovations in 
Public Utility Accounting Regulations,” 
offers generating equipment, installed for 
use in coal mines and subsequently ac- 
quired by a utility, as an illustration of 
the excluded class. 

It is property “operating” or “going”’ 
of any character. This appears evident 
from the phrase “by the person who 
first devoted it to public service” and 
from the meaning assigned to the word 
“person” in the part of the system en- 
titled “Definitions.” 

Plant Instruction 3 styled “Electric 
Plant to be Recorded at Cost” by para- 
graph A states that acquired operating 
units or systems, shall be stated “at the 
original cost incurred by the person who 
first devoted the property to wtility ser- 
vice.” Because the Federal Power Act 
confines Commission jurisdiction to Elec- 
tric Companies and because the word 
“utility” is defined in the system to 
mean public utilities subject to such 
jurisdiction, the question arises whether 
the phraseology of 3 A confines ‘“‘Abo- 
riginal” costing, to property “operating” 
or “going” in electric service only at the 
time of acquisition. I believe such an 
interpretation too restrictive; it does not 
seem in harmony with some of the fun- 
damental observations of the Supreme 
Court in the Communication’s Com- 
mission case; and it is contrary to the 
concepts of some of the evidentiary affi- 
davits filed in that proceeding. I be- 
lieve it more rational to conceive the 
requirement, as applicable to acquired 
Property “operating” or “going” in any 
character of public utility service. The 
system does not purport perfection in 
verbiage. For example, “units of prop- 
erty” is conceived in the “Definitions” 
as relatable to retirements exclusively 
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but by Plant Instruction 12: it applies’ 


as well to “additions” to plant. I will 
give you another illustration. Plant fia- 
struction 14 B directs that depreciable 
property transferred from Electric Plant 
to balance sheet account No. 110 
“Other Physical Property” shall be 
written into the latter at, “fair value.” 
Will anyone say with assurance, those 
that work were employed in their usual 
sense of “present fair value” as that 
phrase goes in rate base parlance. Inci- 
dentally, the drafter of the System must 
have smiled when he admitted that term 
“fair value” just once into the system 
but assigned it to a class of property 
devoid of relevance in rate making. 

Whether, under the foregoing con- 
cepts, acquired municipal street lighting 
circuits or acquired municipal utility 
systems or units are within the require- 
ment, are questions too complicated to 
develop here. Much may depend upon 
the facts of specific cases and upon the 
legal status of municipal plants, under 
the laws of the particular state. 


The requirement also raises for solu- 
tion, the question of whether the phrases 
“Operating Units” and “Devoted to 
Public Service’, embrace private prop- 
erty single customer service supply lines, 
built and maintained by the customer, 
but acquired by the utility for conver- 
sion into general distribution facilities. 
Other situations will readily present 
themselves to you and in arriving at 
conclusions with respect thereto the 
legal imports of a “devotion” of prop- 
erty to public service, as declared by 
the Federal Supreme Court in Munn 
v. Illinois back in 1876, may become 
pertinent. That tribunal in that case 
said: 

“When therefore one devotes his property 
to a use in which the public has an interest, 
he in effect grants to the public an-interest 
in that use, and must submit to be controlled 
by the public for the common good, to the 
extent of the interest he has thus created. He 
may withdraw his grant by discontinuing the 
use, but so long as he maintains the use, he 
must submit it to the control.” 

All this leaves unanswered the ques- 
tion as to what constitutes a “unit” in 
the phrase. Frankly, I do not fully 
know. I’m reasonably sure it is not 
synonymous with “units of property” 
defined in the system for purposes of 
plant additions and retirements nor with 
“Basic Units” under a Plan for Con- 
tinuing Property Records. Dr. More- 
house, in the article to which I have 
previously made mention, observed with 
regard to it that “it would be un- 
necessary to find the original cost of 
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-w Small: section of pole line carved out 
of another utility’s system”, although 
tke wore “small” still leaves something 
to be desired in the interest of clarity. 

I am inclined to the belief, that the 
term “unit” was considered as not ad- 
mitting of precise definition and that it 
was intended that doubtful acquisitions 
might be resolved by the utility in favor 
of their inclusion in the term and thus 
be presented for Commission scrutiny 
under Plant Account 391. That ac- 
count you will recall provides, that all 
acquisitions of “operating units or sys- 
tems” shall come there in the first in- 
stance for temporary repose and that 
within six months from the date of 
acquisition there shall be filed with the 
Commission the proposed journal en- 
tries to clear from that account the cost 
to the utility of the property acquired. 

For purposes of clarity in Company 
procedures, I perceive no prohibition in 
the system against treating as a “unit”’, 
any piece of fixed property (as, for ex- 
ample, a single pole to remove “spotted”’ 
ownership) that is operating in public 
utility service by the acquiring Com- 
pany, in substantially that same _ loca- 
tion. I question whether even these 
single pole transactions are so numer- 
ous, as to impose any substantial burden 
in the ascertainment of original cost, 
actual or by estimate, or in the prepa- 
ration and filing of the journal entries 


directed by Account 391. 


The requirements of Account No. 
391 for filing for Commission scrutiny 
and implied possible action, proposed 
journal entries of acquired “going” 
property, and the potential assertions of 
regulatory authority under the Balance 
Sheet Plant Adjustment Accounts, sug- 
gest interesting questions as to the re- 
spective spheres of action of State and 
Federal Commissions with respect to 
the accounts of Companies engaged in 
both interstate and intrastate electric 
service. Conceivably the recent estab- 
lishment by the Federal Power Com- 
mission of a new division of original 
cost and the cooperative policy of that 
Bureau with the State Commissions, 
already in action with regard to certain 
Companies in Kentucky, Wisconsin and 
Arkansas, may make such questions es- 
sentially theoretical rather than real. 
On the general point, however, of Fed- 
eral Power Commission jurisdiction and 
possibly as having some bearing on fac- 
tors of differentiation between ‘“Trans- 
mission” and “Distribution” facilities, 
your attention is called to the decision 
of the Federal Power Commission in 
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the Application of Kansas.Gas and 
Electric Company handed down last 
month. It says, among other things, 
that no clear-cut differentiation between 
these terms is recognized either in the 
industry generally, or even among tech- 
nical experts themselves. It holds, 
among other things, that a 2300 volt 
line extending between a substation in 
one State and a local distribution sys- 
tem in another State is a facility serv- 
ing “transmission” purposes and subject 
to Federal Power Commission jurisdic- 
tion, although termed a “distribution” 
line by some of the testifying engineers. 
The Commission further declared that 
in order to be excluded from Commis- 
sion jurisdiction under Section 201 (b) 
of the Federal Power Act, an electric 
line extending across a state boundary 
must be used exclusively in local dis- 
tribution. A petition for rehearing has 
just been filed in the case. 


Contributed Property—The “Dollar” 
Transactions 

Involved in the subject of ‘‘acquired” 
operating units or systems are the pur- 
chases of “going” property for one dol- 
lar or for other nominal consideration. I 
do not believe that nominal consideration 
in a Bill of Sale or Transfer Instru- 
ment necessarily stamps the property as 
“Contributed or Donated” for the pur- 
poses of the system. It seems to me the 
circumstances of the individual acquisi- 
tions cannot be ignored. In some cases 
the acquisitions will be found to be for 
one dollar and other valuable consider- 
ation; in others, they will reflect recip- 
rocal transfer arrangements between 
Companies in the same territory—as, for 
example, a Telephone Company and an 
Electric Company where the real con- 
sideration is the exchange of pole for 
pole over a period of time. Situations 
of which the foregoing are but illus- 
trative seem different in principle from 
those in which, for example, a prospec- 
tive customer contributes cash, labor or 
materials for facilities to extend utility 
service to his premises. 

Plant Instruction 3 F provides that 
electric plant contributed to the utility 
shall be charged to the electric plant 
accounts at “Original Cost.” As has 
been observed, that term has been de- 
fined as exclusively associated with 
property devoted to public service. 
What therefore is the legal accounting 
treatment of contributed property which 
never has been so devoted? Bearing in 
mind the fact that “Original Cost” as 
cost to somebody else is confined in the 
system to “Operating Units or Sys- 
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tems’,.the Plant Instruction also leaves 
uncertain whether contributed “Non- 
Operating Units” are included, and if 


‘not, what constitutes correct accounting 


treatment for the first class of property. 


Reclassification of Property as of the 
Effective Date of the System 

A question arises as to whether Plant 
Instruction No. 2 allows the inclusion 
in the reclassification of costs which, 
through error, lack of capital conscious- 
ness or other similar causes are not now 
reflected in the fixed capital accounts. 

The declaration of the Pennsylvania 
Public Utility Commission in the recent 
Solar Electric Company case, with re- 
gard to the includibility of such costs 
in an “Original Cost” determination for 
Rate Making purposes seems relevant. 
The Commission said: 


“Whereas in this case the respondent was 
not satisfied with the underlying details of 
fixed capital during its early history, it 
should not be precluded from supplying an 
estimate for the specific period during which 
the deficiency existed but, on the other hand, 
it is not warranted in reclassifying or cre- 
ating imaginary costs for the whole property 
designed to increase the rate base upon 
which the public is obliged to pay a return.” 

It is important in this connection to 
remember the same Commission in an- 
other case also declared, however, that 

“Values contained on the books of the 
predecessor Companies reflecting conditions 
and costs at the time of construction are the 
best evidence of original cost of the prop- 
erty.” 


Minor Item Replacements—Plant Transfers 

Plant Instruction 12 C (3) provides, 
among other things, that replacement of 
minor items of depreciable plant are to 
be charged to the “maintenance” account 
except where the replacement effects a 
substantial betterment. In the latter 
event the excess cost of the replacement 
over the estimated cost at current prices 
of replacing without betterment shall be 
charged to the appropriate electric plant 
account. New “minor” is a_ relative 
term and is substantial or not depending 
upon the character of the “unit” of 
which it is a part. It may be true that 
there exist valid reasons why every item 
of plant replacement need not be re- 
flected in the capital accounts and that 
some of the items reach such a state of 
insignificance that their replacement 
through “maintenance” is more rational 
and practical. On the other hand, the 
requirements may so operate in the 
larger “items” as to burden ‘“mainte- 
nance” and so that the plant accounts do 
not in reality reflect the plant as it ex- 
ists. Moreover, replacements of minor 
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items in the higher range but also of a 
class within which replacements are un- 
usual, may well create fluctuations to a 
serious degree in the maintenance and 
income accounts. Assuming the legal 
soundness of the requirement on princi- 
ple, it at least manifests the importance 
of mature consideration in the formula- 
tion of the list of “units of property.” 
Somewhat similar observations are 
raised by Plant Instruction 14 A when 
read in connection with Operating Ex- 
pense Instruction 2 (7). The first pro- 
vides, among other things, that when 
property is transferred from one operat- 
ing division or area to another, the trans- 
fer shall be recorded by transferring the 
book cost thereof from one division to 
another. The second provides that there 
shall be charged to maintenance the cost 
of “Rearranging and changing the loca- 
tion of property not retired.” It seems 
rational to conceive this latter provision 
as applicable only to minor relocations 
where the identity of the unit is contin- 
ued in its éxisting location as, for exam- 
ple, the lowering of a cross arm on the 
same pole. Were the provisions intended 
to relate to physical transfers of property 
from one geographic location to another 
as, for example, a generating unit from 
one station to another, it seems serious 
legal questions would be presented. Cer- 
tainly the installation costs of the prop- 
erty in its first location do not reflect the 
installation costs in the second location. 


Continuing Property Records 

The observations of the United States 
Supreme Court in the Federal Com- 
munications Commission case and the 
rather general acceptance of the thought 
that some form of Continuing Property 
Records is reasonably necessary to the 
keeping of some of the plant accounts, 
seems adequate to support a Commission 
power to direct the keeping of some rea- 
sonable plan of Continuing Property 
Records and for the association of costs 
therewith. Whether any particular pre- 
scribed plan is unreasonably inconsistent 
with operating actualities or imposes de- 
tails lacking in significance or is other- 
wise unreasonable, becomes essentially an 
individual Company question. 


General Instructions 4—Submission 
of Questions 

But why ponder these things. General 
Instruction 4 provides that 

“To maintain uniformity of accounting, 
utilities shall submit questions of doubtful 
interpretation to the Commission for con- 
sideration and decision.” 


(Continued on page 35) 
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Methods of Installing Continuing 


Property Records 


By George M. Vesselago and George Boyd 


Day & Zimmermann, Inc. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., December 12-14, 1938 


ONTINUING Property Record 
is a form of identification of the 
property and its cost. The sim- 

plest conceivable form is one item: prop- 
erty and so many dollars. If the prop- 
erty were not subject to change, that 
would be sufficient. Urtility properties, 
however, are constantly changing through 
additions and retirements and, there- 
fore, some manner of subdivision is re- 
quired. The exact extent of subdivision 
is not a matter of formula but as much a 
matter of judgment as of factual deter- 
mination. It is evident, therefore, that 
any form of Continuing Property Rec- 
ords should reflect the conditions peculiar 
to each property. 

In the past Continuing Property Rec- 
ords have been usually known as Fixed 
Capital Records, Perpetual Inventories, 
Catalogues of Fixed Capital and also 
simply as Property Records. 


Various Types of Continuing Property 
Records 

There are as many possible types of 
Continuing Property Records as there 
are concepts held by those designing 
them, and consequently they may range 
all the way from simplest types of a sum- 
mary nature to most elaborate types 
providing for identification in detail of 
each plant item and its cost by compo- 
nents. 

The principal characteristics of the 
simplest type found in utility practice 
may be enumerated as follows: 


1. Land parcels and principal structures 
described individually with total costs shown 
for each; station apparatus and outside plant 
equipment units carried by summary descrip- 
tion of substantially similar units showing 
the net quantities and the related total costs. 

2. Inventory and costs of land, structures 
and inside plant items stated by location, and 
outside plant summaries stated on company- 
wide basis. 

3. Dates of acquisition or construction not 
carried in the record. 

4. Initial entries of quantities of units 
usually based on inventories prepared for 
appraisal purposes 

5. Book costs sometimes spread over the 
units on the basis of cost “bogies,” but not 
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infrequently estimated costs used that could 


not be substantiated by analysis of book 
figures. 

6. Records maintained in Accounting De- 
partment. 


7. Maintenance of inventory records in 
some instances based on construction reports 
of units installed with construction costs 
spread over the units on the basis of 
“bogies”; in not a few instances, however, 
statement of units based on net issue of 
major material items used in place of com- 
plete units. 

8. Records usually hand posted. -» 

9. Costs of both installation and 
nance of records relatively low. 


mainte- 


Some of the limitations of the simplest 
type of Continuing Property Records 
may be illustrated by the following ex- 
amples: 

The cost of each building is carried in the 
record only as a lump sum, though it may 
have been constructed and altered over a 
period of years. The amount credited to 
Capital Account in connection with retire- 
ment of any portion of the building must, 
therefore, be determined by estimate and 
without consideration of the dates of con- 
struction. 

Similarly, outside plant items, such as poles 
and gas mains, though installed over a 
period of years at varying unit costs, are 
retired on cumulative average cost basis. 

Errors of the record maintained by addi- 


tions and deductions to summary totals tend 
to be compensating. However, the inven- 
tories of outside plant items by municipalties 
or other small groupings are not available, 
and consequently economical spot-checking is 
impossible. 


The principal characteristics of the 
most elaborate types in use may be 
enumerated as follows: 


1. Every recognizable plant item, such as 
each span of wire and each section of gas 
main, described and identified individually. 

2. Summarization of inventory and costs 
of all plant by small groupings provided for. 

3. Dates of acquisition or construction to- 
gether with work order or authorization 
numbers shown for each plant item, together 
with its individual cost. 

4. Initial entries of quantities of plant 
items based upon inventories made especially 
for Continuing Property Record purposes. 

5. Costs related to each unit based on 
elaborate analyses of Company’s accounting 
records; itemized bills of material, often part 
of the description of structures and station 
equipment, with related costs similarly item- 
ized in detail by principal components such 
as material, labor, transportation, etc. 

6. Records usually maintained in Account- 
ing Departments but sometimes kept in En- 
gineering Department or by a special Prop- 
erty Record group independent of both the 
Accounting and Engineering Departments. 

7. Maintenance of inventory records fre- 
quently based on field inventories of each 
construction job, due to requirement of de- 
tails not always shown in the construction re- 
ports; costs related to plant items on basis 
of detailed analysis of all material tickets, 
labor and transportation time reports, etc., 
by assignment or allocation. 

8. Records usually hand posted; machine 
posting or tabulating cards sometimes used. 

9. Costs of both installation and mainte- 
nance of records relatively high. 


Some of the characteristics of the most 
elaborate types of Continuing Property 
Records may be illustrated by the follow- 
ing examples: 

For each building the quantities of all ma- 
terials by construction classifications are 
shown with the related costs at the date of 
construction; the quantities and costs of ma- 
terials resulting from later alterations to the 
building are likewise specifically indicated 
and dated. There is, therefore, no need for 
estimates at the time of retirement. 

Likewise, for outside plant not only each 
pole but each fixture such as a crossarm, guy 








co sas a nasealle abet 


se 


Sie ee 


Ay we 


eget Bg Ee F 


3 


Page 20 


EDISON ELECTRIC INSTITUTE BULLETIN 


January, 1939 





PLANT 













ENGINEERING RECORDS OF 


Coors 


ELECTR 


PLANT ASSEMBLIES 







































































Jan 


ION 
ENGINEERING AND §oUNT 








PLA 


SUMMARIES OF PLONITS r 










































































































































































CARDS, LISTS, PLANT 
DIAGRAMS, DRAWINGS, At 
@ MAPS ENGINEERING ios - 
METER TEST CARD MATER READING SHEET CUSTOMER'S RECORD ————————— 
Serie] Be-- Sheet No-- Serviee Order: Name ané Adérese 
e zB weees ieetalia 
Refers to: Refers te: me 
Meter Serie) He-- Meter Reeding Sheet Ho-- 
eee 
KET mar 1 . 
60 evens REcom mrs 
Mop of Syeten 
Services 
Refers to: Map Pege No-- 
l oe a 
monte eT eo eel p.n.nesh * bap Seotice tom’ : 
Map Seetica Ho-- B Map Section Ho Parone, tes, Figs ons Begg eee Tire + seecate 
cincuiT - ala & Cable Resord Lightaiag arrester 4 
enscfovannea) besetbiss its fess 
| — yestferme i 
ANRASTER CARD "aconD carro nacomo] | ‘sanvice curs 
0.8%.80.80 O.R.NO.72 Ls sedtotag Arrened 
LINE TRANSFORMER 0.88.77 O.R.Ko.72 srounde 
Miap Section \Mep Seetion Map Section Tresef,Inet.Ko-J 
ené Address ené Address & Adress 4 
service Adiress| J 
[ 
CONDUIT AND i RECORD crrcvit a | : s ay,60 cY.-bIsT. ‘7 
i CIRCUIT —s Chreuit Nom (lame of Substation) nies 
RHEAD) Map Section No Refers to: The Dist. Sudstetion; i 
Potheeds, Liquid Fuse, Treasf. 
Refers to: Record dy Location; O11 Swited O11 Swicenes 
Map Section Ho & Locations Record by Map ios Dr vele Peeve 
it i 1. F 
H MANOLE CARD CABLE. TAKE-OFP * mires INSTALLATION io lasbeles 
RECORD RECORD 0.8 ,8o.76 RECORD Rolo. 75 
PRIMARY CIRCUIT 0,R.e.78 O.Rallo.69 O.R.HO.75 sarcoma cout 
Map Seet.to— Clreuit He Map Sect. Bo— Map Sect. Map Seet. te Jets 
iMaahole to— HR, s ‘ties & Loceticn 
r 1 
ols’ mes onset "Oeneectle "penakerte vent aa 
SUBSTATION Tes Disteivus |_| Tae Distrivution Substation The Distribution Systen The Distribution Substation ceolil stu 
Refers to: Lise Humber 
re a oc fe 
» x il Sn | Reactors est sate 
SURVEY mars WILDING PLANS BUILDING INSTRUMENT CARD APPARATUS SYSTEM BATTERT [CUPTROL BATTExT) Spore f 
xt] srscrricarions i rans Okabe 28 nat 55H) o.tene86 O.beme27 Joccrenaas 
Erect. Limite, fie eg Ruaatitive of immoter os O12 Cireuts The Distrivu- The Distrivu- Syste Stare 
Sreicee: | erase] Pieced fom eens. | pm os oe 
— i 
RIGuTS OF Mf RECORD aig =.= ww arn baryon DIaGRae fw 
‘seein 33 E.¥. System Map ‘ssi tiie Coie = tig teadihcien om 
Refers to: ig 
Line Bo— & Locetios Rignte-ofomy 
PER og — ue 
CONOaIT As ams sso | LINE LasoTe. r POLE CARD i ete > tet rom tre 
— onto. 68 ||! ocnerto | = Mire - tie tend bie 
eee ee tome 1 oe rr ‘rie, te oa 
e Hi J J Liquid Passe at 
eG a ee oa 
GERVERATION AMD TRANSMISSION SYSTEM DIAGRAM 
ae eee eee ang casiae reenres shaiiar te these iedientes enaees’ tHtfeatete a 
TRANSMISSION LINE ANO SUBSTATION oave Wwe. 
or low voltage insulator is identified indi- inventory quantities but do, however, in- neering, have always necessitated the ma 
vidually as to location, date of installation tyoduce dollars charged to plant accounts maintenance of certain records describ- acc 
noe Gee. at dates subsequent to original construc- ing the property and stating the costs Or 
The detail records are convenient for spot- mg 0 org — ec peaperry © g ot 
check of the inventory and for summariza- tion. In this connection, the attempt at of its construction, as well as main- ert 
tion by municipalities or by any other group- dating all the dollars related to each tenance and operation, but they have not the 
ings but een in this completely “corona plant item or unit in over-detailed and been generally considered as Continuing wh 
ized record are non-compensating and tend = i, dividualized records would undoubted- Property Records. Wil 
to increase with the passage of time. Errors , be i ‘cal Th Z d : 
enter the record due mainly to the fact that !y prove to be impractical. ese operating records may or may eng 
smaller plant items are frequently changed not be correlated, and are frequently tor 
in the field and are not recorded in construc- Accounting and Engineering found to be contradictory. For instance, Co 
— reports, — in connection with Operating Records in connection with the reclassification of enc 
emerge work. *qe ° 
gency Whether or not a company has had plant accounts of a gas utility, a thorough dic 
Betterments, as defined in the new Continuing Property Records, operating review of engineering records disclosed the 
Systems of Accounts do not change the requirements, both accounting and engi- the existence of substantially more gas tio 











January, 1939 


EDISON ELECTRIC INSTITUTE BULLETIN 





Page 21 














WORK ORDER FILES 


EVIDENCES 
or 


MATERIAL 
AND OTHER ELEMENTS 
OF CONSTRUCTION WORK 

















-OORNTION 
ANDIOUNTING RECORDS 
-ECTRIPLANT 
S OF PUMiTs & RELATED COSTS PLANT ACCOUNTS WORK IN PROGRESS 
ACCOUNT 
PLANT ate OTHER ELECTRIC PLANT ACCOUNTS Conpentnts 
PLANT OF THE or 
NGINEERINGROS ASSEMBLIES UNIFORM SYSTEM CONSTRUCTION CcosT 
Sotere innit iliaanas 1 contrast weet ‘ 
Serviess 359 Services 


Poles 

‘Transformer Mend a 
Tire + seecstery 
Treeeforsers j 
Treneforners is 


Ligdtelag Arrened 
Trounde 





. 
Line &@ Anebor Guys 
Crosserms ené Rreekete 


ase 





358 Line Transformers 








Wire = briny 























Ol) Switenes 
Pot heats 
Li utd Peers 
Hanbelee 2 es Soh Setepeneaeh Somat 
Cable + Primary Masessetan coal 4 NY, 3s? 
Jelote & Terminals i | | 

Lend 006 Pigment rd e [ Cc “i 350 Lend & Lend Rights 
Bul liage = a ae 
Syetew ‘onversia: Conduit asd mestes 

? Beeve eed Connections 
Cirewlt eat Be ig Qutdoors Stee) Structures 
O12} Cirewit Bream Bee ané Swited Structures 
Sesocerea tad sumiliery Equipment 
Reactors est 

doerte: Pertedie 5. it 

Spare Byeljeost & Porte ——> mas 352 


Control Battery 











Station Equipment 








Coaéult 
‘Menboles 
Coble - Bigs Tedditios 
Righte-cf-my 
Poles 


Hire - tig tesla 





Pole Top Srite 
Ligbtolag 
Liquid Pauses at 























a 





Assemblice 
trenemission 


im generating stations, bs regentestes yeene 











Poles, Towers & Fixtures 


355 Overhead Contuctors & Devices 


Conductors & Devices 


= 352 Structures & Inprovensats 12) Bagincering & Supervision - 


“ 


Meteriele & Supplies 4 


. 


Transportetion - 


5 Special Kechine Service - 5, 








6 Shop Service 




















7 Protectice 


Injuries & Demages 





~~ 


Privileges & Persite 








= 
° 


Rents 














i 
(ct 


| 
soma | * LL 











12 Genere) Administration 


Capitalized 


15 Engineering Services 


1% Insurance 








15 Lew Expenditures 





16 Taxes 


17 «Interest During Construction 





1B Bernings ené Expenses During 
Construction 








cMarces 
MATERIAL 
Cc —»> 
22a e264 
44h dae 
Meteriel Issue Tickets [ eras ee | 


Sy Shop Orders 


——— Time Reporte 


Transportetion Reports 


Tnvoteee 


Journal Entrice 








5 
LaBsOoR 
PAYROLL TAXES @ INSURANCE 


RRR 


TRANSPORTATION 





SPECIAL MACHINE SERVICE 


oe 


CONTRACT WORK 


ENGINEERING SERVICES 
A 
ENGINEERING & SUPERVISION 


wwe 


RENTEO HOUSING AND $PACE 


GENERAL ADMINISTRATION 


ae 


PERMITS 
PROPERTY TAXES & INSURANCE 
INJURIES AND DAMAGES 
INTEREST OURING CONSTRUCTION 
EARNINGS ANO EXPENSES CURING 
CONSTRUCTION 


AYA 

















DAY & ine. 
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sts Original Cost determined for the prop- records. location of underground mains and ser- 
n- erty. A converse situation occurred in It is obviously impractical to forbid vices requiring costly excavation for re- 
ot the recent rate case of another utility the maintenance of records needed by the pairs and additions. ‘The small electric 
1g when the accounting record of poles and engineering forces in the physical opera- companies, on the other hand, are fre- 
wire based on net stores issues, and the tion of property and supplant them by quently found to have only scanty engi- 
ay engineering record of poles and conduc- _ statistical records. In the case of large neering records of property, for the 
ly tors based on maps, were found by the metropolitan properties the engineering reason that the few members of the engi- 
e, Commission to show substantial differ- records, such as maps, diagrams and neering organization responsible for con- 
of ences. In consequence of this contra- equipment history cards are usually quite struction and operation know their prop- 
rh dictory evidence the Commission required elaborate by reason of magnitude of the erty by heart. 
ad the Company to retire amounts propor- plant and complexity of the engineering The problem of reconciling the ac- 








tional to the excess of poles and wire 
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records of plant is, therefore, dependent 
upon the character and location of a com- 
pany’s property, and may be quite com- 
plex in the large metropolitan companies. 


Regulatory Requirements 

Continuing Property Records are now 
required by the Commissions of certain 
states, notably Wisconsin, New York, 
New Hampshire, Pennsylvania and West 
Virginia; and similar requirements are 
contemplated by the Commissions of sev- 
eral other states. 

The original intent in many instances 
had been to identify all recognizable 
items of property, such as a crossarm, a 
span of wire, a gas valve or a drip, by 
the date and authorization number under 
which installed and specific location 
within each municipality. Similarly, it 
had been intended that summaries of 
plant items installed for each year would 
be kept by municipalities and that con- 
struction and operating costs would be 
likewise maintained by civil divisions. 
With respect to the record of plant items 
alone, in the case of a certain large com- 
bination gas, electric and steam property 
such a requirement would have resulted 
in the maintenance of more than a mil- 
lion statistical records over and above 
the engineering records of plant already 
maintained by the Company which ag- 
gregated some 2,500,000 separate cards, 
maps, diagrams and lists. However, the 
final requirements of the various Com- 
missions relative to Continuing Property 
Records generally depart from the orig- 
inal intent of prescribing in detail the 
methods of making the required data 
available. Under the impact of experi- 
ence, the tendency in all the states where 
Continuing Property Records have been 
prescribed seems now to be towards sim- 
plification, more nearly in line with the 
minimum requirements of the new Svys- 
tem of Accounts. 


The new Systems adopted by the Fed- 
eral Power Commission, the various 
State Commissions and the National As- 
sociation of Railroad and Utilities Com- 
missioners for gas and electric utilities do 
not specifically prescribe maintenance of 
Continuing Property Records, but a 
comparison of the annual report require- 
ments with certain provisions of the Ac- 
counting Systems reveals the necessity of 
support by some form of Continuing 
Property Records. 

As an example of these requirements, 
the Annual Reports prescribed for elec- 
tric utilities by several Commissions re- 
quire a list of substations identified by 
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name, location, voltage, total capacity, 
number of transformers and the type, 
number of units and total capacity of 
conversion apparatus or special equip- 
ment. As another example, the report 
requires for each transmission line the 
designation of the terminal points, volt- 
age, type of supporting structure, length 
in pole miles, number of circuits and 
number of wires per circuit. The Uni- 
form System of Accounts requires in this 
connection that the respective total orig- 
inal cost of the equipment in each sub- 
station and each transmission line be 
identified in the plant accounts. 

The practical need for a record some- 
what more detailed than the foregoing 
arises from the requirements of the Uni- 
form Systems of Accounts in connection 
with retirements. The Systems specify 
that a major item of plant, such as a 
boiler, transformer or district governor 
must be retired when taken out of ser- 
vice; on the other hand, a minor item 
such as a gauge, crossarm or drip, if not 
replaced, need not be retired at the time 
it is removed but may be accounted for 
subsequently as part of the cost of a unit 
of property when such unit is retired. 
The renewal through maintenance for- 
mula given in the list of ‘retirement 
units,” such as a pole with or without 
fixtures, or a length of gas main in ex- 
cess of 50 feet, prescribed for use in 
differentiating between items which must 
be replaced through plant accounts and 
those which may be replaced through 
maintenance, gives rise to further re- 
quirements as to unit cost information 
which the Property Record should be 
designed to provide. 


The Uniform Systems require that 
upon retirement of a unit its book cost 
shall be determined from the company’s 
records or estimated if not known. More- 
over, when it is impracticable to deter- 
mine the book cost of an individual item 
due to the relatively large number or 
small cost of the item, such as a pole, 
meter or length of gas main, an average 
cost may be used. It is not required, 
however, that such costs should be aver- 
aged for each year of installation and 
municipality. Analysis of the foregoing 
requirements shows that a relatively sim- 
ple type of Continuing Property Records 
would suffice. 

It is also apparent that the require- 
ment of Continuing Property Records 
stated on the basis of Original Cost 
arises mainly from accounting considera- 
tions, and the final responsibility for 
compliance with it must, therefore, rest 
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on the accounting officer of the com- 
pany. Active cooperation by the engi- 
neers, however, is essential for two prin- 
cipal reasons: first, the engineers initiate 
all construction records with respect to 
both the plant units and the expenditures 
of materials and labor; and second, the 
new Systems of Accounts and Continu- 
ing Property Record orders are them- 
selves based on engineering, as well as 
accounting, considerations, in that they 
have been admittedly designed to sup- 
plant appraisals by current records, par- 
ticularly in rate making proceedings. 

The task of installing Continuing 
Property Records that would comply 
with the foregoing regulatory require- 
ments resolves itself into two major 
steps: 

1. Compilation of the initial inventory and 
determination of the original cost of property 
used or useful as of the dates specified by 
the new Systems of Accounts. 

2. Provision of procedures, both accounting 
and engineering, for recording additions and 
“etirements both as to plant items and the 
related costs in accordance with the pre- 
scribed work order system. 


Compilation of Initial Inventory and Costs 


In theory it is possible to develop a set 
of forms and procedures for use by all 
companies in connection with the prep- 
aration of initial inventories and related 
original costs. This approach would, 
however, result in a complete disregard 
of the records of plant that may be avail- 
able, thereby entailing a field inventory ; 
it would also forego the use of the rec- 
ords of cost on the Company books and 
substitute outright estimates. The use 
of all the available recorded costs is 
mandatory, and the use of plant records 
for the inventory, though not prescribed 
by the Commission, is essential in the 
interest of economy as well as for the 
prevention of contradictory evidence. 
Such use of all the available Company 
records obviously requires the design of 
forms and procedures which, though: re- 
flecting certain basic principles applicable 
to Continuing Property Record work in 
all companies, must be fitted to meet 
local conditions as revealed by a thor- 
ough study. 

The major items to be studied in con- 
nection with the compilation of initial 
inventory and determination of related 
Original Costs may be briefly stated as 
follows: 

1. Available engineering and_ statistical 
records of the physical plant used or useful 


in the public service at the date of Original 
Cost Determination. 


2. Accounting records which disclose the 
incurred by the 


direct construction costs 














Januat 


Come 
order 
ers, P 
ords ¢ 
and n 

ad 
head 
tion, 
in the 
now | 

4, ( 
izatio 
princi 
ity to 
Recor’ 


Af 
by th 
be di 
princ 

ee 
both ¢ 
comp! 
Prope 

2. F 
and a 
may | 
of tak 
for fu 
erty R 

3. F 
ginee! 
such } 
not av 
ing re 
quanti 
and c 

4, € 
engine 
elimin 


| cation 


5. f 


) tion Ie 


record 


| necess 


6. I 
estima 
inal ( 


| engine 


am 
the d 
and b 
counts 
pany | 

8. E 
inatio: 

9. I 
the ir 
well a 
also f 
connec 
tion, 


Th 
struct 
“Eng 
Num 
preset 
The 
ment, 
vided 
Prope 
to th 
overh 
Accor 





ing 
and 

the 
yre- 


psts 


set 


all 


ted 
ild, 
ard 
ail- 
ry ; 
rec- 
and 
use 


rds 
bed 
the 
the 


any 
. of 


ible 
cin 
1eet 


-on- 
tial 
ited 
1 as 


tical 
eful 
‘inal 


the 
the 








January, 1939 


Company and its predecessors, such as work 
orders and authorizations, construction ledg- 
ers, purchase orders and contracts, also rec- 
ords of construction performance, labor rates 
and material prices. 

3. Accounting records which disclose over- 
head costs, in particular general administra- 
tion, and engineering and supervision, which 
in the past were in special accounts but must 
now be distributed to all plant accounts. 

4, Characteristics of the Company's organ- 
ization, both engineering and accounting, 
principally from the standpoint of their abil- 
ity to contribute to the Continuing Property 
Record work. 


After review of the data developed 
by the foregoing study, a program should 
be devised to carry out the following 
principal operations : 


1. Testing of existing records of plant, 
both engineering and accounting, as to their 
completeness and accuracy for Continuing 
Property Record purposes. 

2. Revision of the foregoing engineering 
and accounting records to the end that they 
may be complete and accurate for purposes 
of take-offs or initial inventory, as well as 
for future use as part of Continuing Prop- 
erty Records. 

3. Preparation of the inventory from en- 
gineering records of plant to the extent that 
such records are available; where they are 


not available, by use of statistical or account- 


ing records which disclose specifications and 
quantities of physical items, or by inspection 
and count of the plant items in the field. 

4. Correlation of all records of plant, both 
engineering and accounting, for purposes of 


| eliminating discrepancies and reducing dupli- 


| : 
' cations. 


5. Assembling and indexing of construc- 
tion ledgers, authorization files and all other 
records of the Company and its predecessors 


| necessary for cost determination. 


6. Design of procedures for analyzing and 


| estimating work in connection with the Orig- 





inal Cost determination by accounting and 
engineering forces. 

7. Development of methods for reconciling 
the direct costs determined from analysis 
and by estimate, with the fixed capital ac- 
counts reflecting the direct costs on the Com- 
pany books. 

8. Establishment of a basis for the determ- 
ination and allocation of overhead costs. 

9. Design of forms suitable for recording 
the initial inventory and related costs, as 
well as subsequent additions and retirements, 
also for costing and reconciliation work in 
connection with the Original Cost determina- 
tion, 


The overhead costs, notably Con- 
struction Cost Components Number 11 
“Engineering and Supervision” and 
Number 12 “General Administration,” 
present an especially difficult problem. 
The difficulty arises from the require- 
ment, either implied or specifically pro- 
vided for in connection with Continuing 
Property Records, that unit costs related 
to the inventory items should include 
overhead charges. The new Systems of 


Accounts provide for recording such 
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charges in connection with each con- 
struction job, but past accounting rec- 
ords did not in most instances relate 
certain incurred overhead charges with 
specific property additions. 

In establishing the foregoing program, 
it is important that the inventory and 
cost details should provide not only for 
that requirements of Original Cost de- 
termination but also fit in with future 
needs, especially in connection with re- 
tirements. ‘The treatment of the initial 
inventory and_ related original 
should, therefore, be consistent with the 
intended treatment of future additions 
and retirements, within the provisions of 


the prescribed Work Order System. 


cost 


Provision for Current Maintenance 
of the Inventory and Costs 

The preparation of initial inventory 
and related costs must await develop- 
ment of adequate provisions for current 
maintenance for the reason that the in- 
ventory and cost, particularly of the 
outside plant, becomes out of date even 
while it is being compiled. 

As with the initial compilation, so 
with the provision for current mainte- 
nance of inventory and costs, it is pos- 
sible, in the abstract, to develop a set of 
forms and procedures for use by all 
companies. This approach would, how- 
ever, result in a complete disregard of 
Company organization and practices 
which are the outgrowth of many years’ 
experience, and, as a practical matter, 
would require a large special personnel 
to keep track of additions and _ retire- 
ments over and above the personnel en- 
gaged in routine construction and ac- 
counting work. In the interests of econ- 
omy existing forms and_ procedures 
should instead be incorporated in the 
Continuing Property Record plan to the 
maximum extent possible, after suitable 
modification to fulfill the property record 
requirements. 

The study and modification of exist- 
ing work or job order procedures is of 
cardinal importance in developing the 
procedures for maintenance of Continu- 
ing Property Records, for the reason that 
all charges and credits to plant accounts 
originate through work orders. Work 
order procedure in its broadest sense 
affects all departments and to determine 
what it really consists of is a major task 
in each company. 

The principal elements of work order 
procedure which must be studied particu- 
larly from the standpoint of most prac- 
tical “units” to which costs could be 
conveniently related, are as follows: 
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1. Design and preparation of estimates. 

2. Preparation and issuance of instructions 
to the working forces. 

3. Reporting quantities of 
work after completion. 

4. Issuing materials from stores. 

5. Labor and transportation reports. 

6. Method of accumulating and charging 
engineering and supervisory expense. 

7. Method of accumulating and charging 
all other Components of Construction Cost. 

8. Maintenance and retirement policy and 
practice. 


construction 


The foregoing study will also disclose 
to what extent the present procedures 
comply with the new Uniform System 
of Accounts and also what modifications 
are necessary for Continuing Property 
Record purposes, both as to inventory of 
property items and compilation of re- 
lated unit costs. 

Verbal inquiries and reviews of such 
manuals or instructions as a company 
may possess usually do not completely 
or satisfactorily disclose the actual pro- 
cedures. It is necessary instead to make 
a rather laborious analysis of one or 
several typical construction jobs by col- 
lecting all the papers in all the depart- 
ments created for, or on which entries 
are made in connection with, the jobs. 


In companies where coordination of 
engineering and accounting procedures 
is inadequate, much duplication and con- 
tradiction of construction and account- 
ing records results. In fact, the problem 
in most companies is created principally 
by the presence of too many data rather 
than by the dearth of information. A 
typical overhead distribution construc- 
tion job may be cited as an illustration. 
It involved recorded costs to the com- 
pany of $1,166. and a retirement of 
property of $1,489. The number of 
individual pieces of paper prepared speci- 
fically for this job which could be identi- 
fied was 137, and in addition the number 
of individual pieces of paper on which 
entries were made in connection with 
this job was 116, exclusive of storeroom 
There were 17 men directly 
involved in the construction work and 
upwards of 50 men involved in the ap- 
proval and recording of the job. More- 
over, 5 separate and distinct sets of ref- 
erence numbers were used in recording 
the job and the total cost of it has been 
independently compiled from details for 
estimating and recording purposes 7 
times. Despite the substantial cost and 
effort involved in the preparation of the 
foregoing record of plant constructed, 
the data with respect to the plant items 
and related costs contained discrepancies 
and inaccuracies arising from the meth- 
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ods followed in connection with this type 
of work, which leave the resulting rec- 
ords vulnerable from the standpoint of 
evidence of plant constructed and retired, 
and the respective costs experienced by 
the company. 

A re-cast of the foregoing typical work 
order record on a simplified and better 
coordinated basis reduced the number of 
pieces of paper on which entries were 
made in connection with the job by about 
one-third, and the number of entries 
themselves were reduced by over one- 
half. This simplified record, moreover, 
produced a more definite record of plant 
installed and retired, thus better sub- 
stantiating the related record of costs. 

The contradictory information pro- 
duced by complicated work order pro- 
cedures cannot be readily used or relied 
upon for Continuing Property Record 
purposes. Unless a sufficient simplifica- 
tion is effected, an independent inventory 
and costing procedure would have to be 
instituted in order to provide for a rec- 
ord of additions and retirements. These 
special procedures are not only expensive 
but also unsatisfactory especially in con- 
nection with a multitude of small scat- 
tered jobs and under conditions of emer- 
gency work such as repairs of electric 
distribution lines after a sleet storm. 

Simplification of work or job order 
procedures through better coordination 
is the most practical solution. It will 
also speed up accounting routines and 
reduce costs of accounting for construc- 
tion work. A program directed to this 
end should include the following prin- 
cipal steps: 

1. Standardized definition of units or con- 
struction assemblies from a bill of material 
standpoint. 

2. Standardization of estimates and con- 
struction reports in terms of units. 

3. Determination of basis for unit costs, 
whether by assignment, allocation or prora- 
tion of all applicable charges to units. 

4. Provision for simple controls to prevent 
discrepancies and to minimize analysis. 

5. Modification of forms such as material 
tickets, time reports, etc., and design of ad- 
ditional forms, as necessary for the fore- 
going activities. 

6. Establishment of methods for determin- 
ing retirement costs through provision of a 
system of reference to records of individual 
or average costs. 

7. Design of forms and methods for pre- 
paring data for statistical purposes, provid- 
ing in particular for routine facilities for 
rapid assembling and verification of sum- 
maries of like units and related original 
cost for any civil division or part thereof. 

Too much centralization of Continu- 
ing Property Record activities is likely 
to produce over-organization and result 
in excessive costs. Engineering and ac- 
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counting activities contributing to the 
Continuing Property Records should in- 
stead be carried, as far as possible, as a 
part of the routine duties of the Com- 
pany’s existing personnel in connection 
with construction and maintenance 
work; Continuing Property Records 
would then be a by-product of construc- 
tion and accounting procedures rather 
than an independent activity. 
Preparation of Continuing Property 


Record Manual 


All through the progress of the fore- 
going studies, a manual should gradually 
be compiled setting forth all such rec- 
ords, procedures and forms as will con- 
tribute to the Continuing Property 
Records. 

The procedure section of the manual 
may be conveniently set under several 
principal headings, such as the following: 

1. Definition of Units. 


2. Construction Assemblies Comprising 
Units. 

3. Origination of Requirement for Facil- 
ities. 


Determination of Required Facilities. 

Study of Existing Facilities in Operating 

Records. 

6. Field Inspection of Existing Facilities. 

7. Layout of New Facilities. 

8. Estimate of Construction Cost. 

9. Authorization Request. 

10. Authorization to Proceed with Work. 

11. Work Dispatching. 

12. Distribution of Working Papers. 

13. Preparation of Work Reports & Identi- 
fication of “Input.” 

14. Computation of Charges and Credits. 

15. Accumulation of Charges and Credits 
in Work in Progress. 

16. Recording of Construction “Output.” 

17. Revision of Operating Records. 

18. Job Review or Analysis 

19. Job Costing. 

20. Posting in Plant Account Ledgers. 

21. Posting on Plant Record Summaries. 

22. Posting on Engineering and Statistical 
Inventory Summaries. 

23. Original Cost Determination. - 


- F 


Recognition should be given in the 
manual to differences in procedures nec- 
essary in connection with small jobs and 
emergency work from procedures ap- 
plicable to large scale construction. Like- 
wise each of the steps described should 
set forth specifically methods of determ- 
ining the retirement costs by means of 
a system of references to construction 
work orders or to average cost records 
developed for the purpose. In other re- 
spects procedures in connection with re- 
tirement of plant are substantially sim- 
ilar to those in connection with addi- 
tions, except that the amount to be 
credited to capital accounts, along with 
salvage credits and removal cost charges 
occurring as work progresses, should be 


January, 1939 


accumulated in the Retirement Work 
in Progress ledgers instead of Construc- 
tion Work in Progress ledgers. 

The section on “Units” is particular- 
ly important. If the work order pro- 
cedure may be said to be the Keystone 
of compliance with Original Cost and 
Continuing Property Record require- 
ments, then the “Units” are the mortar 
which holds the inventory and the costs 
together. It is unfortunate, yet apparent- 
ly unavoidable, that a wide-spread con- 
fusion should still prevail in the use of 
the term “unit” and its companion, the 
“minor item.” The section of the man- 
ual defining “units” should therefore be 
most helpful in standardizing the com- 
pany’s use of the term, and should in 
particular clearly differentiate between 
“units” to be carried in the Continuing 
Property Record and the “unit rule” or 
“replacement formula,” if you please, 
by means of which replacements to be 
made on maintenance are distinguished 
from replacements to be made through 
plant accounts. 

The section on “Original Cost De- 
termination” should set forth procedures 
to be used in the initial determination of 
original cost in such manner as to result 
in a record as nearly similar as practical 
to the construction cost records to be 
provided for in connection with current 
plant additions, as stated in a previous 
section of this paper. 

Other sections of the manual should 
describe in substantial detail all operat- 
ing records, engineering as well as ac- 
counting, which contribute to the Con- 
tinuing Property Records. Since these 
engineering records disclose the quan- 
tities and identifying descriptions of the 
principal plant items, as well as dates 
of installation and work order or author- 
ization numbers, they serve the purpose 
of controlling the quantities of such 
items carried in the Property Record 
summaries; and likewise provide con- 
venient reference to unit cost sheets and 
individual work orders or authorizations 
in connection with determination of 
original costs for retirement purposes. 

The sections of the manual describing 
each operating record may be subdivided 
into several major headings such as the 
following: 

. Scope of Record. 

. Operating Purpose of Record. 

. Form of Record. 

. Method of Representing Plant Items. 
. Data Shown on Record. 

. Maintenance of Record. 
Summarization of Record. 


. Use for Property Record Purposes. 
. Use for Original Cost Determination. 


won anauwn -& WN 


ABER 











is ¢ 
sup 


cha 
gra 
var 
ize¢ 
eng 
pur 
dep 
of | 
vel 
util 
on 


Pre 
upc 
cha 


tor 


the 
the 
as | 
res 


tha 
un 
bet 





, 1939 


W ork 


struc- 


tular- 
pro- 
‘stone 
- and 
juire- 
ortar 
Costs 
irent- 
con- 
ise of 
1, the 
man- 
re be 
com- 
Id in 
ween 
nuing 
e” or 
lease, 
to be 
lished 
rough 


- De- 
dures 
on of 
result 
ctical 
to be 
rent 
VIOUS 


hould 
Derat- 
is ac- 
Con- 
these 
quan- 
yf the 
dates 
ithor- 
pose 
such 
ecord 
con- 
s and 
ations 
n of 
es. 
ibing 
vided 


is the 








January, 1939 


As with the Continuing Property Rec- 
ord itself so with the manual, all un- 
necessary details should be avoided and 
its size kept within reasonable bounds. It 
certainly should not be allowed to grow 
into a library as the manual of one com- 
pany did ; it consisted of over 3,000 pages 
comprising more than 20 volumes and 
was a gold mine of information for stu- 
dents of Continuing Property Record 
problems but proved altogether unser- 
viceable for working purposes. The 
manual should be compact in order that 
frequent references to it would be con- 
venient, and simple so that the average 
member of a company’s organization 
could understand it. 

In preparing the manual, it is well to 
bear in mind that fundamentally its pur- 
pose is to provide a practical and efficient 
method of control of the Plant Account 
through the coordination and use of cur- 
rent records required for the various 
phases of normal operations. The object 
sought is a continuing inventory of the 
various items of property, together with 
the cost thereof in such form that addi- 
tions to or deductions therefrom can be 
made currently and with reasonable 
facility. Since the data are normally re- 
corded in some form and place, the prob- 
lem is to standardize the form and co- 
ordinate the pertinent operating records 
in such manner that the Plant Account 
is currently maintained and adequately 
supported. 

The above concept is visualized on the 
chart, pages 20 and 21, which shows 
graphically the procedure by which the 
various units of property are standard- 
ized in such form as to be suitable for 
engineering, accounting and operating 
purposes. The exact form of the units 
depends to some extent on the practices 
of the particular company and those de- 
veloped for a representative large electric 
utility are indicated in summary form 
on the chart. 


Conclusions 


There are many types of Continuing 
Property Records possible depending 
upon the concept of the designer, the 
characteristics of the property and terri- 
tory, the applicable regulatory require- 
ments, the size of the organization and 
the practices of the Company. Whatever 
the type selected, it should be so fitted 
as to provide for the ultimate control of 
resulting information by the accounting 
officer of the company, for the reason 
that Continuing Property Records are 
unquestionably intended to provide for 
better accounting of property costs by 
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means of improved accounting for the 
property itself. 

The simpler types of Continuing Prop- 
erty Records that may be devised to suit 
local conditions have the advantage of 
being relatively inexpensive to establish 
and maintain, and are generally subject 
to convenient control of quantities of 
plant items by means of engineering rec- 
ords if the latter have been coordinated 
with them. From the point of view of 
summarization, they are less flexible than 
the more elaborate detailed records and 
require more special analyses to meet 
non-recurring questions. 

The more elaborate types of Continu- 
ing Property Records are considerably 
more expensive to create and maintain. 
Moreover, many details defy control, 
and reconciliations of quantities and costs 
are more frequently required in connec- 
tion with items which are non-essential 
when the reasonableness of overall costs 
is considered. In spite of much detail 
they cannot meet all possible require- 
ments and special analyses are necessary 
from time to time. 

When installing Continuing Property 
Records, the minimum requirements for 
regulatory and operating purposes, both 
engineering and accounting, should be 
determined, and the records and proced- 
ures designed accordingly. Provision 
should be made for modification to meet 
new requirements and conditions as they 
may arise. 

If adequate coordination of engineer- 
ing and accounting activities is effected, 
the maintenance of Continuing Property 
Records should require relatively little 
increase in personnel, as most of the 
record activities can be carried on as a 
part of the routine duties of the existing 
operating force, both engineering and ac- 
counting. One large electric company 
which has established its Continuing 
Property Records on a coordinated basis 
has only three men engaged solely in the 
Property Record work in the Engineer- 
ing Department and about a dozen in 
the Accounting Department. There is 
another large utility, however, whose 
personnel engaged solely in Property 
Record work, numbers over 200 men. 
This, of course, does not mean that the 
activities of the 15 or so men are strictly 
comparable with those of the 200 or 300 
men. The latter company has endeavor- 
ed to centralize field inventory work in 
one department instead of providing for 
such information as a by-product of the 
regular operating and construction de- 
partments. Such specialization, while 
having some advantages, may result in 
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costs substantially in excess of what can 
be accomplished by effective coordination. 
Installation of Continuing Property 
Records even of the simplest type is a 
costly job and the problems involved in 
making them reasonably accurate are 
complicated enough. All undue refine- 
ments should be avoided and the records 
should be designed to meet the minimum 
regulatory and cost requirements. 


W. J. Kyle 
J. KYLE, power sales engineer, 
© Public Utility Engineering and 
Service Corporation, died Jan. 6 at his 
home, 1351 Elmdale Avenue, Chicago, 
after a long illness. 

Mr. Kyle was well known through- 
out the electrical industry, having been 
engaged in electrical engineering and 
public utility research and sales activities 
since 1900 with such organizations as 
the People’s Traction Company and Edi- 
son Electric Light Company of Phila- 
delphia, Bell Telephone Company, Bal- 
timore Electric Company, Wilmington 
Light, Power and Telephone Company, 
American Water Works and Electric 
Company, Westinghouse Electric and 
Manufacturing Company, Pennsylvania 
Utilities Company, American Railway 
Company and Standard Gas and Elec- 
tric Company and its subsidiary and affil- 
iated companies. 

In 1928 Mr. Kyle became associated 
with Standard Gas and Electric Com- 
pany’s engineering and service organiza- 
tion as power sales engineer, which posi- 
tion he held until his death. 

He was a very active member of the 
Industrial and Heating Committee of 
the Edison Electric Institute, a member 
of the American Society of Refrigerating 
Engineers, the Petroleum Electric Power 
Club and was active in helping to form 
the Great Lakes Power Club. 

Joe, as he was commonly known to his 
many friends, was one of the rare char- 
acters who had the benefit of long years 
of experience and still sensed the neces- 
sity for new methods and approaches to 
meet the changing conditions of the past 
few years. He was most respected for 
his constructive approach to new prob- 
lems and for his loyalty to his friends, 
whom he never refused to help even at 
tremendous personal sacrifices. 

Mr. Kyle is survived by his widow, a 
son and two daughters. 
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Professor of Economics and Chairman of the Department of Public Utilities, 


New York University 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, Ill., December 12-14, 1938 


CONOMICS as a science appears 

to have had little direct influence 

-on the development of accounting 
as an art. This does not mean that the 
evolution of our economic system has not 
had its effect on accounting as on every 
aspect of business organization and pro- 
cedure, but rather that the great changes 
which have taken place in accounting 
during the last hundred years are not 
directly the result of any conscious ap- 
plication of economic principle to the 
evolution of accounting practice. Ac- 
counting has had to respond to the chang- 
ing needs of the business man in all of 
his business relations. 

A substantial part of business conduct 
is an expression of the type of behavior 
which economics as a science attempts to 
explain. Thus, insofar as accounting 
has had to change to record and report 
more adequately the economic behavior 
of the business man it has indirectly been 
influenced by his improved understand- 
ing of economics. 

But conditions have changed. Indus- 
trial organization and business practice 
have become complex and large scale. 
The business man has been superseded by 
business management, an organization of 
specialists whose decisions constitute a 
collective business opinion. Rarely do 
any of these specialists see the business 
process as a whole. The old direct rela- 
tionships found in simple business struc- 
tures are gone and the old paths, by 
which more and more economic under- 
standing came to be recognized by the 
business man as common sense, no longer 
exist. The accountant of all specialists 
in business is in a natural position to see 
and understand the business process as 
a whole. Upon him, therefore, devolves 
an increasing responsibility. 


If this were an audience of general 
executives and chairmen of boards of di- 
rectors my purpose here would probably 
be best served by pointing out how un- 
fortunate therefore that the accountant 
does not more generally sit in the highest 
councils on business policy. This audi- 
ence does not need to be told that an 
accounting report separated from the 
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man who understands its composition is 
only a fraction as valuable as a report 
that lives through the presence of the 
artist who drew it. There are, unfor- 
tunately, many executives whose inter- 
pretation of accounting reports is prob- 
ably on a par with that of the congress- 
men who believe that a surplus is so 
much cash. 

For an audience of accountants, how- 
ever, another theme is more appropriate 
and the suggestion which it embodies 
may help put the accountants definitely 
and securely in the councils on business 
policy where they belong. My first con- 
viction is that the accountant is today 
the most logical avenue by which a larger 
and more accurate understanding of the 
principles of business economics can have 
an influence on the conduct of business ; 
my second, that to make his understand- 
ing of economics effective in business the 
accountant must tell what he knows and 
understands in the language which he is 
hired to speak. That means that the 
accounting process and procedure must 
progressively be modified to tell the eco- 
nomic truth more accurately. 

The subject to which I am apparently 
expected to address myself raises the 
question which is probably in your minds 


now. What would the economist have 
us do? How can accounting, being 
what it is, be made to tell the economic 
truth together with all the other truths 
which it is expected to record and dis- 
close? You do not expect me to offer a 
revised set of rules of practice and pro- 
cedure. The time available will allow 
me only to cite some simple illustrations, 
and that way make clear what has in 
general terms been suggested. More- 
over, it is not the economist who will or 
can direct the further evolution of ac- 
counting. It is the accountant who must 
expose the accounting process to the im- 
pact of economics as he obtains an under- 
standing of it. The accountant under- 
stands the limitations of his art. If he 
will equip himself with an understand- 
ing of economics and then not keep his 
economics and accounting in separate 
logic tight compartments as if one might 
adulterate the other, the desired results 
will be forthcoming. 


Every effort at contrasting, compar- 
ing, or relating economics and accounting 
seems to have foundered on either Scylla 
or Charybdis. When attempted by ac- 
countants, the effort founders because of 
a failure to understand the nature of 
economics. When attempted by the econ- 
omist, such efforts have not been con- 
vincing, or even well received, because 
of a failure to understand the nature 
and limitations of the accounting proc- 
ess. This effort will probably not be 
the exception that proves the rule. An 
economist can, however, undertake this 
somewhat reckless exploration in a field 
in which he has no professional standing 
with less risk than could an accountant 
with a reputation to sustain in his own 
field of proficiency. It has in each do- 
main become so dangerous to be wrong, 
that one often does not take the chance 
of being right. 

The impact of one principle on an- 
other in our society is altogether whole- 
some and necessary. It was the criticism 
of economics by non-economists that 
contributed to the critical analysis which, 
in the last twenty years, has revitalized 
that science. The more specialized a so- 
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ciety becomes the more necessary fre- 
quent challenge of one field of action 
and thought by others becomes. The 
more compact and group conscious a pro- 
fession or calling or industry becomes, 
the greater the need for exposing itself 
to outside challenge and criticism. When 
like and like are bound together, there 
develops the inevitable tendency to rein- 
force each other’s opinions and attitudes. 
Groups as well as individuals have a 
great capacity to convince themselves 
that things are as they wish them to be. 
The philosophers have been saying for 
some time that the greatest opportunities 
for progress are in synthesis of what we 
already know, i.e., what one group or 
class knows and another does not. A 
few large corporations have recognized 
their vulnerability in this respect and in 
self-defense are bringing into their or- 
ganizations men of broad training and 
judgment, capable of reflecting what the 
outside world thinks of corporate policy 
and behavior—individuals who don’t 
know so many of the things about a 
given field of activity that are not so. 
One of the unfortunate aspects of Amer- 
ican business management is the fact that 
it rarely seeks outside objective criticism 
until after it gets in trouble. 


The impacts on accounting have been 
many. Accounting, as well as every in- 
stitutionalized procedure, has been built 
and shaped by the demands of groups 
and interests external to accounting as 
such. The growth of industry called for 
changes from the form and method of 
commercial accounting. The wider use 
of bank credit called for emphasis on 
accounting for financial solvency. Later, 
as the industrial revolution gained mo- 
mentum, it gave rise to the use of large 
amounts of specialized, long-lived capi- 
tal, and accounting had to become more 
tolerant of apportionments, accruals, and 
reserves based on valuations. The law 
has exercised an almost continuous in- 
fluence on accounting procedure and the 
form of accounting statements. The 
impact of the law has not only increased, 
but changed in character. In earlier 
times laws were employed to sanction 
the established and generally accepted 
mode of behavior; now the law has be- 
come a device for changing the estab- 
lished and generally accepted mode of 
behavior. The impact of economic and 
technological changes have resulted in 
reshaping accounting practices and forms 
to more perfectly serve the needs of 
business, but the more recent impact of 
the law has forced accounting to serve 
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other ends even to the extent of reducing 
the usefulness of accounting for business 
purposes. 

If we have learned anything from 
past discussions of the relation of eco- 
nomics and accounting, it is that nothing 
is to be gained by attempting to impose 
the organizing principles of economics 
on accounting or imposing the meth- 
odology of accounting on economics; yet 
accounting becomes more useful as it 
approximates economic truth. 

Economics is a science, accounting is 
an art. They do not and cannot serve 
the same purposes. Neither are they 
alternative devices for reaching the same 
end. They do not constitute a dualism 
to be resolved into an “economics of 
accounting” or an “acounting of eco- 
nomics.” On the other hand, they are 
mutually complementary; in fact, no 
closer relation exists among any of the 
means of management. 

Economics may be succinctly defined 
as the science of the management of 
resources. It is not, as the editor of an 
accounting journal wrote some years ago, 
‘largely a matter of opinion.” There 
is as much agreement among economists 
as among accountants. It has been said 
that if all the economists were laid end 
to end they still would not reach a con- 
clusion. My occasional excursions into 
accounting convince me that such a state- 
ment would be no less true about ac- 
countants. The condition is healthy; it 
is assurance that neither accounting nor 
economics is dead. With respect to fun- 
damentals, however, there seems in each 
field to be such a substantial unanimity 
that continued misunderstanding must 
be charged to ignorance or wilfulness. 


There are those (and in these days 
many) who attempt to avoid the dis- 
cipline of sound accounting by challeng- 
ing or ignoring its tenets in part or in 
whole. Thus we have many kinds of 
accounting among which may be men- 
tioned income tax accounting which tells 
one kind of truth, and accounting in 
anticipation of financing which tells an- 
other kind of truth, and accounting ac- 
cording to the requirements of public 
service commissions which tells the kind 
of truth which the commissions want. 
Not yet forgotten are certain kinds of 
holding company accounting which, 
while futile and possibly foolish, did in 
some instances attempt to tell the eco- 
nomic truth, even at the risks attendant 
on breaking sacred accounting conven- 
tions. Then there is the federal budget 
accounting which the controllers of our 


Page 27 


national affairs find to be ordinary and 
extraordinary. And then there is T.V.A. 
accounting ! 

A clearer understanding of the nature 
of economics in relation to accounting 
may be gained by pointing out some 
differences which arise out of the fun- 
damentally different functions of these 
two aids to management. Economics 
explains how resources, natural, capital, 
and labor, may be employed to the great- 
est advantage over a period of time. 
Accounting assumes the functions of re- 
cording and reporting the results of the 
effort of management to employ re- 
sources to the best advantage. Manage- 
ment views the results which the ac- 
countant reports and adjusts its future 
conduct so as more perfectly to achieve 
the economic end. 


The results of the accounting process 
are relied upon as a basis for economic 
judgment. ‘The question which is be- 
ing raised with increasing frequency is 
how accurately does the accounting proc- 
ess report economic results. When man- 
agement relies on accounting reports, 
are the figures economically meaningful 
or merely the results of the application 
of numerous “conventions of conve- 
nience.” Is the accounting truth as 
reported sufficiently close to the economic 
truth to constitute a satisfactory basis 
of economic judgment for those who do 
not have access to the more refined and 
corrected figures which I presume a 
management may ascertain without vio- 
lating the law of prescribed accounting. 
The results of business enterprise can 
no longer be viewed as of no interest to 
society at large. 

Accounting tends to cling to past costs 
for the procedures of the accounting 
process can deal more confidently with 
experienced expense—‘‘figures that are as 
comfortable as old friends and as un- 
changing, tried as they are by the acid 
test of the paid voucher.” Accounting 
in its most rigid sense aims to maintain 
the historical continuity and integrity 
of the record from the inception of an 
enterprise to its dissolution. To this 
rigid standard few have ever adhered. 
Most accounting authorities admit that 
revaluations of fixed assets may be appro- 
priate under some conditions. The rule 
of “‘cost or market whichever is lower” 
represents another departure. Deprecia- 
tion provision and some accruals involve 
estimates the recognition of which de- 
stroy historical continuity. All write- 
ups are a violation of the accounting 
truth by arbitrarily breaking historical 
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continuity and write-downs are to be 
condemned by the same test, but in the 
case of write-downs the violation is sanc- 
tioned because it is conservative—like 
murder for a good cause. 

Economics in contrast is concerned 
with present cost, in fact with future 
cost, since the only question for eco- 
nomics is what it will cost. Past costs 
are to the economist “water over the 
dam.” It is not what you did pay but 
what you will have to pay that influ- 
ences rational economic choice and be- 
havior. This leads to the somewhat 
rash but enlightening observation that 
the costs with which the accountants 
deal are of no economic significance (ex- 
cept as history is) and that the costs 
which are of significance to the econo- 
mist are not recorded by the accountant. 
Thus, to the extent that accounting val- 
uations are not present values the results 
of the accounting process can not be the 
economic truth except by coincidence. 

It is the passage of time that causes 
much of the divergence between the 
accounting truth and the economic truth. 
That is one reason why the annual state- 
ment of revenue, expense, and income 
can more nearly approximate the eco- 
nomic truth than can the balance sheet. 
As the balance sheet reflects higher aver- 
age age the relationship between re- 
corded cost and the present costs, with 
which economics is concerned, becomes 
more remote and uncertain. In fact, 
from the economist’s point of view the 
balance sheet with its hopeless confusion 
of dissimilar values and valuations has 
little but statutory significance. 


Over a period of time the price level 
may rise substantially, and if the rise is 
sustained over a period of time, it may 
constitute what the courts have recog- 
nized as a new “plateau of prices.” The 
estrangement between past costs and 
present costs then reaches the breaking 
point. In the period 1923 to 1929 the 
historical continuity of many public util- 
ity accounting records was broken in the 
interest of a reconciliation between the 
accounting fact and the economic truth. 
Not all write-ups, unfortunately, were 
directed toward telling the economic as 
distinguished from the accounting truth. 
Some were foolish, some futile, but it 
should be said only relatively few were 
actually vicious or deceptive. The period 
of revaluations was followed by a gen- 
eral economic readjustment which put 
all efforts at making balance sheets re- 
flect value in a bad light. Accounting 
in general has repented its apostasy, and 
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has turned very fundamentalist on the 
subject of revalution of assets. In the 
utility industries the reaction was even 
more extreme, bringing with it not 
merely a reversion to actual cost but a 
throw-back to original cost. It was in 
contemplation of the results of revalua- 
tions that one utility executive stated 
that if he had it to do over again he 
would put property on the balance sheet 
at $1.00. It will probably be a great 
many years before accounting will again 
be receptive to the idea of revaluation 
even to reflect conservative present 
values, for as Mark Twain observed, 
“A cat which has once sat on a hot stove 
will never sit on a cold one.” 


The accountant’s categories are rev- 
enue and expense, the economist deals 
with cost and income. The accountant 
records those costs which take the form 
of money payments or the accruing lia- 
bility for money payments. The econo- 
mist points out that all the costs do not 
express themselves that way. The grad- 
ual recognition of interest during con- 
struction as a cost, and its accounting 
treatment as if it were a capital expendi- 
ture, afford a simple illustration of the 
difference between the accountant’s no- 
tion of expense and the economist’s no- 
tion of cost, and an instance in which 
accounting treatment has come to coin- 
cide with economic meaning. To record 
interest paid out or to accrue for interest 
to be paid out on funds borrowed to 
finance construction as an element in the 
cost of fixed capital involved a refine- 
ment of accounting which was in har- 
mony with the fundamental tenets. The 
economist, however, observed that to 
recognize interest during construction 
when paid on borrowed capital and not 
to recognize the same cost if the capital 
employed was owned, would result in 
differences in reported cost of property 
constructed which had no_ economic 
meaning and came to exist merely be- 
cause of the rigidity of the accounting 
convention. Modern accounting recog- 
nizes the annual value of capital, un- 
avoidably unearning during construc- 
tion, as a cost whether funds were owned 
or borrowed, but in treating an “income 
foregone” as if it were an experienced 
expenditure, accounting departs from 


one of its sacred traditions and tells the 


economic truth. 

The accounting treatment of mate- 
rials and supplies affords another illus- 
tration. If a “first in first out” policy 
is pursued, the annual expense is dis- 
torted. If average cost of materials is 
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used, expenses are presented as more 
stable than is actually the case. Only 
the policy of charging out materials on 
a “last in first out” basis meets the eco- 
nomic test. 

Accounting for depreciation affords 
interesting illustrations of the conflicts 
of the economic and accounting ap. 
proaches. Here an understanding of the 
differences can prove to be of vital im- 
portance. The accounting tradition and 
convention assumes cost to the account- 
ing company as the basis for calculating 
the depreciation charge. Economics (and 
the courts) hold that the basis for de- 
preciation cost is the present value of 
the property consumed in behalf of the 
customers. Let us assume property for 
which the cost to the accounting com- 
pany was $1,000,000 which has a present 
cost (or value) of $500,000. The 
charge to operating expenses on account 
of depreciation must be based on $500,- 
000 if it is to reflect the cost of render- 
ing the service in the present. In order 
to maintain the original investment in 
dollars the management may and pos 
sibly should recognize the decline in 
capital value by a reservation or segre- 
gation of surplus. The vital thing from 
an economic standpoint, however, is not 
to load the present cost of the service 
with the amortization of declines in capi- 
tal value not related to use. The di- 
vergence of the accounting result under 
traditional accounting treatment from 
economic results is nowhere better illus- 
trated. The income reported under 
traditional accounting treatment would 
understate true economic income when 
present value is lower than cost. The 
results so portrayed might discourage 
economically desirable investment and 
possibly lead to entirely unwanted re 
flections on the quality of management. 
Amortizing the excess of cost to the ac- 
counting company over present value by 
charges to operating expenses is accept- 
ing, in effect, the benefit of the prudent 
investment principle which cannot be 
done without assuming its burdens as 
well. 


Let us assume the reverse situation in 
which the cost to the accounting com- 
pany was $1,000,000 and the present 
cost (or value) is $1,500,000. While 
under the accounting conventions and 
regulations in vogue the formal charge 
to operating expenses on account of de- 
preciation would be related to $1,000; 
000, yet under the doctrine of present 
value the company is entitled to be reim- 

(Continued on page 39) 
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What the Engineer and Accountant Can Do 
About Original Cost and Continuing 


Property Records 


By H. P. Taylor 


Wisconsin Public Service Corporation 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., December 12-14, 1938 


HE determination of “Original 

Cost” of property is required by 

the Federal Power Commission 
classification of accounts and by at least 
24 state classifications. 

“Continuing property records” or 
“unit plant accounting” is required by 
the classification of accounts in one state 
—New Hampshire—and by Commission 
order in New York, Pennsylvania and 
Wisconsin. In addition, I understand 
that the California and West Virginia 
Commissions have required these records 
—possibly there are others. 

If a company’s presently existing prop- 
erty had been entirely constructed by the 
company its books would reflect original 
cost at the present time. This assumes, 
of course, that there is sufficient evidence 
to indicate that additions and retirements 
were accurately recorded and priced. To 
meet the requirements of the present 
classification of accounts it would only 
be necessary to reclassify the property ‘in 
those accounts which are affected by the 
additional and revised accounts in the 
new classifications. However, if con- 
tinuing property records are required it 
is necessary to break down the original 
cost over units of property and perpetu- 
ate this record. This example is just 
cited to bring out the different problems 
which might exist in connection with 


original cost determination and the in- 


stallation of continuing property records. 
Undoubtedly, most large companies have 
purchased property in their property ac- 
counts so that the original cost determi- 
nation is a general problem. 


Most utilities have been working on 
the original cost determination for some 
time. In the past two or three years 
some of the companies have also been in 
Process of setting up continuing property 
tecords and applying this procedure to 
current additions and retirements of 
units of property. 

In connection with the determination 


of original cost some companies have 
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found it necessary or desirable to inven- 
tory all or part of their property. In 
such cases the inventory furnishes much 
of the basic data for continuing property 
records. 


Experience Shows Need of Close Co- 
operation of Engineers and Accountants 

From experience with the original cost 
determination it is evident that the engi- 
neers and accountants must work closely 
together in establishing the record. To 
do the job with a minimum of expense 
and with the greatest efficiency it is 
necessary that the work be carefully 
planned to determine what is necessary 
and which part of the organization can 
best do the various parts of the job with 
no overlapping. A unified organization 
on this work comprised of engineers and 
accountants is essential. The final re- 
sults are recorded in the accounts which 
are under the jurisdiction of the ac- 
counting organization but each step of 
the way requires the closest coordination 
of the work. 

Experience with continuing property 
records also indicates that the installa- 


tion of such records is an engineering- 
accounting job. The perpetuation of the 
detailed financial, engineering and statis- 
tical data may be divided between the 
accounting and engineering departments, 
or a combination department of account- 
ants and engineers may be created, de- 
pending upon the most economical and 
practicable method of carrying on this 
record in each company. 


Will Continuing Property Records be 
Generally Required? 


Unless continuing property records are 
ordered in specifically by Commission 
order these records apparently are not 
generally required now. Presumably this 
has been recognized by those Commis- 
sions which have issued such orders. 
However, there is much in the picture 
which indicates a possible extension of 
these records either directly by additional 
Commissions following the example of 
those states now requiring them or by 
indirection. 

Some companies have interpreted the 
classification of accounts language cov- 
ering the determination of book cost 
of retirements as requiring continuing 
property records. 

What are the implications contained 
in the Federal Power Commission Re- 
lease No. 588, dated October 31, 1938, 
which states that the Commission is be- 
ginning active work in cooperation with 
state commissions to begin a joint exami- 
nation of the accounts and records of 
certain utilities with relation to original 
cost? Following is a quotation from 
the order: 

“Checking the accounts and records of 
utilities in this change-over to the basis of 
original cost is a huge task in accounting 
which will require the joint efforts of State 
Regulatory Commissions and the Federal 
Power Commission for several years to come. 
Similar in many respects to the work which 
the Commission has carried on for many 
years in its determination of the actual le- 
gitimate original cost of licensed hydro elec- 
tric power projects, this work is broader in 
its scope, embracing properties employed in 
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all forms of electric power production as well 
as transmission and distribution.” 

Many companies have determined the 
original cost by an accounting analysis 
of their books. Will they be asked to 
prove that the corresponding physical 
property exists in the field? Just how far 
will the checking of original cost be car- 
ried by regulatory bodies? The answer 
to these questions has a direct bearing on 
unit property accounting as it relates to 
existing property at least. 


What Can Be Done by the Engineering 
and Accounting Section Committees with 
Respect to Continuing Property Records 


It has been our experience that the 
Commission engineers and accountants 
are desirous of requiring only the mini- 
mum of records which they deem neces- 
sary for proper regulation. They are 
very much concerned as they should be 
as to the expense of continuing property 
records. Just what is necessary for the 
purposes of regulation is probably not 
entirely clear to them as yet inasmuch 
as these records are in the experimental 
stage: What improvements in plant ac- 
counting are needed by the companies to 
meet their present day needs also is not 
definitely known by all companies. A 
real study of this whole matter by the 
Accounting and Engineering Committees 
is essential in order to determine the prac- 
tical values and limitations of continuing 
property records. By means of such a 
study the further extension of these rec- 
ords when and if required by other regu- 
latory bodies can be benefited by the 
experience to date. It is much easier to 
be prepared to assist Commissions in the 
development of a practical continuing 
property record than to try to get 
changes made after uneconomic require- 
ments are embodied in orders. Regula- 
tory bodies would undoubtedly welcome 
the assistance of the people in the indus- 
try and would utilize the experience to 
date if it could be made available to 
them. It would be well if Commissions 
considered these records as experiments 
and proceeded slowly. Too positive and 
final orders which leave no room for 
changes as experience shows changes are 
necessary are a mistake. 

Following is a brief outline of some 
features of the presently required contin- 
uing property records which could be 
specifically studied by these committees. 
Only a few of the problems can be 
touched upon in the limited time avail- 
able: 


1. One approach to the whole prob- 
lem of continuing property records 
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would be to take the basic requirements 
of the Commission orders now in ex- 
istence and determine the possible values 
to the Commissions, the rate payers and 
the investors related to the expense of 
keeping the records in such a manner. 
For example, one of the items in one 
Commission order requires that the pric- 
ing area or the area in which average 
unit costs shall be determined shall be 
each distribution system for distribution 
property. A company with a large num- 
ber of small communities would have 
many pricing areas. “The average costs 
in each of these communities may be 
quite similar. Couldn’t larger pricing 
areas be used with the resultant accuracy 
substantially the same and at less ex- 
pense? Does anything of real value re- 
sult to anyone from the present require- 
ment? 

2. A general requirement of Commis- 
sion orders on continuing property rec- 
ords with respect to distribution system 
property is that certain units of property 
such as poles, wire and services be identi- 
fied as to the year of installation. This 
requires a pole card, detailed maps or 
some similar record so that each unit as 
it is retired can be checked with the 
identification record to determine its 
original installation date. Then the aver- 
age cost of similar units for that particu- 
lar vear in the particular pricing area is 
removed from the plant account. Take 
as an example that 20 spans of overhead 
wire are being replaced. After checking 
each span of wire to the identification 
record to determine the year of installa- 
tion it is determined that four spans had 
been installed in each of five different 
years. After such determination the re- 
tirements would be priced at the original 
average unit costs of the years in which 
the spans of wire had been installed. 


Some of the reasons given for this re- 
quirement are that the information 
gained on life in place of these units is 
essential in the determination of depre- 
ciation rates. Also that unless the cost 
of the particular units retired is the same 
as when installed, the plant investment 
account is inaccurate. Further that the 
age distribution of property remaining is 
inaccurate unless this process is followed. 

Cannot depreciation rates be deter- 
mined upon by engineering analysis 
rather than through such a detailed proc- 
ess applying to all of these units of prop- 
erty in the country, especially when age 
in place is only one factor in the final 
determination of the proper depreciation 
rates to be applied in the future? Is the 
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plant account inaccurate if it is assumed 
that whenever units of this kind come 
out they are the oldest installed ? What 
value is an actual age distribution of this 
type of property? 

3. To what extent can the perfection 
which is being required be obtained and 
maintained between the physical quanti- 
ties of small units in the field, material 
charges to the jobs and the quantities 
shown in the plant records? There jis 
some disposition on the part of Commis- 
sion staffs to expect perfection. Practical 
viewpoints should be developed, recog- 
nizing that some degree of tolerance will 
and necessarily must exist and that a 
continuous, accurate proof of all small 
units of property as they exist in the field 
is too expensive to justify perfection. A 
system which is well designed and not 
too complicated will show, with a rea- 
sonable degree of accuracy, the status of 
the company’s property, both as to dollar 
balance and physical property balance. 
The development on the part of the com- 
panies and the Commission staffs of a 
practical viewpoint on this matter merits 
attention. 


4. The Federal Power Commission has 
released lists of units of property which 
should be replaced through plant ac- 
counting. Replacements of items of prop- 
erty which are not units are to be re- 
placed through maintenance accounting. 
These units have some relation to the 
units which are set up in the ledgers of 
the continuing property records but are 
not necessarily the same. The continu- 
ing property record units will in many 
cases be larger than the retirement units. 
The distinction between retirement units 
and maintenance items, in spite of the 
lists which have been released, has prob- 
ably been discussed and is being discussed 
more than many other questions which 
arise. 

A study of this question to define more 
clearly this distinction is essential. Prob- 
ably revisions of the lists of units and the 
institution of additional basic distinctions 
are necessary. In some cases now $95 
items are handled through plant account- 
ing and in others $5,000 items are 
charged to maintenance. In addition, due 
to the variation in size of companies 
there will result a different treatment of 
the same type of items. Some reason- 
able standards might be determined upon. 
The relationship of the retirement units 
to the continuing property record units 
should be kept in mind in such a study. 


5. In connection with continuing 


(Continued on page 35) 
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Coordination of the Accountant and the Engineer 
in the Field of Property Accounting 


The engineer’s side of the picture 


By A. A. Lipschutz 
Philadelphig Electric Company 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, Ill., December 12-14, 1938 


HE subjects which Mr. Taylor 
has just outlined for study by the 
Accounting-Engineering Commit- 
tes of the E.E.I. in connection with 
Continuing Property Records, present an 
ambitiously worthwhile program involv- 
ing, at first glance, many obstacles which 
it is hoped will not prove insuperable. 
Whether or not the members of the 
Committees can devote sufficient time 
from their regular duties to obtain a 
satisfactory answer to many of these 


perplexing questions, or whether it will 


require a full time working group to ac- 
complish the desired results, remains to 
be seen. At any rate, the Engineering 
Committees consider themselves at the 
service of the Accounting Committee in 
this regard, and will be glad to arrange 
cooperating subject groups to work with 
the accountants on specific assignments. 

While the matter of establishing orig- 
inal cost and setting up the initial con- 
tinuing property record is the paramount 
issue, engineers engaged in design, con- 
struction and operation of the physical 
plant are not generally deeply involved 
in it as a part of their daily work. The 
problem is essentially an accounting one 
and outside of suppying information to 
the accountants or the inventory group 
who are engaged in initiating the record, 
the engineer’s participation in this aspect 
of the subject is not very extended. His 
primary concern right now is the need 
for complying with the new requirements 
in accounting for additions, replacements 
and retirements of electric plant. 


Since Mr. Taylor has so ably set 
forth some of the broad accounting prob- 
lems to be studied by the Engineering- 
Accounting Committee, I would like to 
devote the time allotted to me to tell you 
something of the practical difficulties in 
the new accounting system which con- 
front the engineer and which suggest 
other problems that can be studied by 
these committees. 
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It is on account of the changes intro- 
duced into plant accounting by the New 
Uniform System of Accounts that the en- 
gineer finds it necessary to take an in- 
creasing interest in the subject. Not 
because engineers as a rule, today, any 
more than in the past, have any deep- 
seated affection for the science of ac- 
counting (although their respect for it is 
increasing) but because at every turn in 
their daily work they find themselves 
beset by the complications and lack of 
understanding engendered by the new 
system. I do not refer, of course, to the 
engineers engaged in strictly technical 
work, but to those who have administra- 
tive duties or deal with the economics of 
engineering work, accounting is daily 
becoming of exceeding concern. 

Why do I say of exceeding concern? 
Because the engineer finds himself sad- 
dled with the responsibility of seeing that 
charges are properly distributed between 
plant accounts, maintenance accounts 
and depreciation reserve accounts. This 
distribution is required in the early stages 
of preparing his budgets, in preparing 


construction estimates and in reporting 
the performance of the field work to the 
Accounting Department. Realizing the 
importance of so doing, he conscientious- 
ly tries to live up to the rules and often 
runs into difficulties in the process. 
Sometimes he wonders what it’s all 
about, too often there is no time for edu- 
cation when action is required, too often 
are the system and the accountants con- 
demned because the fundamentals are 
vague, too often must the engineer be 
guided by words instead of principles 
and too often differences of opinion arise 
through .misunderstandings of the pur- 
pose back of it all. 

One of the principal causes of confu- 
sion arises from the change in concept of 
what constitutes capital and what con- 
stitutes maintenance, brought about by 
dividing the property into units and 
minor items. An example will illustrate 
what I mean. 


Assume that a company has adopted 
without change the Federal Power Com- 
mission list of units, which are of maxi- 
mum size, that is, the units may be sub- 
divided but not combined. In that list, 
units of property under aerial plant are: 

Pole—with or without crossarms, 
guys, anchors, etc. 

Conductor—2 or more spans of one 
circuit. 

Now let us assume that there is a 
severe hail storm with high winds and 
that considerable damage has been done 
to one of your pole lines. Before the 
adoption of the new system of accounts, 
the entire cost of restoring the pole line 
to its original state would have been a 
maintenance charge and it seemed logi- 
cally so. The plant accounts were not 
affected because you were making no 
change—only replacing what was there 
before. The accounting required was of 
the simplest. 

Let’s see what happens under the Uni- 
form System of Accounts. Assume that 











| 

{ 
a 
i 


Page 32 


two adjacent poles had snapped off drag- 
ging the wires with them, that on the 
next pole only the crossarms had been 
torn off, the pole still standing, and fur- 
ther on only the wire itself was down. 
What do you do first? Well, of course, 
first you restore service and let the ac- 
counting go. Then you try to unscram- 
ble the costs. 

Seemingly, the instructions in the Uni- 
form System of Accounts require ac- 
counting along the following lines. Since 
each pole with crossarms is a unit of 
property, you retire the poles and charge 
the cost of removal to reserve. (Fortu- 
nately, that isn’t very much, since the 
storm has already done most of the re- 
moval for you.) Then you charge the 
new poles and crossarms to plant account. 
Further complications arise in case you 
find that you can reclaim the crossarms 
from the damaged poles. On the pole 
which stood the strain and whose cross- 
arms need replacing, the treatment is dif- 
ferent. Since the crossarms are a minor 
item, their replacement is chargeable to 
maintenance. As for the wire, replace- 
ment of two or more spans of a circuit 
is chargeable to Capital and Reserve, 
while if only one span of a circuit or two 
or more spans of a single wire had to be 
replaced, it would be a Maintenance 
charge. I leave to your imagination all 
the other combinations which you can 
have under similar circumstances and 
ask whether you can blame the engineers 
and operating men for thinking there’s 
something wrong with a system that calls 
for all this paper work, when they recall 
how simple and logical was the treat- 
ment of such a job under the old system 
of accounts. 

Can anyone really expect the line gang 
to keep such charges properly segregated ? 
And what happens to the accuracy of 
your continuing property records after 
several such storms? 

Another field in which the new ac- 
counting is proving to be a trial to the 
engineers is in so-called reconstruction 
work. Modernization and rehabilita- 
tion of the older stations is going on all 
over the country. Superposition of high 
pressure turbines on low pressure con- 
densing units is the order of the day to 
bring old inefficient steam equipment up 
to economical performance and reduce 
operating costs as one method of com- 
bating the higher taxes and lower rates 
of return which the utilities are facing 
today. These jobs involve removals and 
re-use of old equipment and materials, 
relocations and rearrangements of equip- 
ment both to clear space and to improve 


EDISON ELECTRIC INSTITUTE BULLETIN 


operating conditions in connection with 
the new equipment, building alterations, 
lighting changes, etc. The accounting 
for such work in strict compliance with 
what appears to be the requirements of 
the new system of accounts is exceeding- 
ly difficult. Each step in the reconstruc- 
tion program must be analyzed as to 
whether the items being treated are units 
of property or minor items. If the latter, 
whether there is a substantial betterment 
in replacement and if so, how much rep- 
resents the amount to go to plant account 
and how much represents the cost of 
replacement without betterment to go to 
the maintenance account. Even the joint 
efforts of the accountant and the engi- 
neer are unavailing sometime in trying to 
work out a solution which will not be in 
conflict with the instructions. And as- 
suming that the accounting is properly 
determined in advance, what a burden 
is imposed upon the engineer in attempt- 
ing to carry out in the field the distinc- 
tion between capital charges, mainte- 
nance charges and reserve charges. And 
who can blame them if a perfect result 
is not obtained. 

Perhaps those who were responsible 
for the Uniform System of Accounts did 
not foresee the complications which ac- 
counting for such jobs brings about? Is 
it not worth the effort to seek’ a change 
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in the rules, if instead of “avoiding un- 
due refinement” in accounting for plant 
changes, it is found that an undue bur- 
den is imposed upon everybody by adher- 
ing to the distinction in handling units 
of property and minor items, a few ex- 
amples of which I have related. 

I therefore suggest that the Engineer- 
ing-Accounting Committee study the sub- 
ject from a practical angle and work out 
a solution which will relieve the system 
of some of its inconsistencies and com- 
plications. 

While the final responsibility rests 
upon the accountants, the engineers of 
the industry want to do their share in 
assisting them in this all important prob- 
lem of Continuing Property Records 
with its many and varied angles. 

There is no doubt, however, that one 
thing has been accomplished which was 
much to be desired and that is the closer 
cooperation of the two branches of the 
industry—accounting and _ engineering. 
In the field of Continuing Property Rec- 
ords, they are finding a common meeting 
ground and instead of being so far apart, 
they find themselves being drawn closer 
together. Let us hope that this cordial- 
ity will continue and be the means of 
bringing about closer relationship and 
understanding in all of their mutual 
problems. 





Engineering Committee Meetings 


Electrical Equipment Committee 

HE winter meeting of the Electrical 

Equipment Committee will be held 
at the Hotel Statler, Buffalo, New York, 
on February 6and 7. At the closed session 
this committee will, among other items, 
review equipment failures, apparatus 
troubles, and some items relating to re- 
cent developments in connection with 
high voltage d-c transmission. 

Among the interesting items for presenta- 
tion at the open session are features of station 
design of the Christiana Substation, Seneca 
Terminal Substation, and Louisiana Steam 
Station. Also, at the open session there will 
be a presentation on the comparison of Euro- 
pean and American design practice of utility 
systems and equipment, discussion of sim- 
plification of electrical wiring within build- 
ings, and discussion of the characteristics of 
fluorescent lighting as they might affect the 
supply requirements. 


Prime Movers Committee 
HE mid-winter meeting of the 
Prime Movers Committee will be 
held on Monday and Tuesday, February 
6 and 7, at the Wm. Penn Hotel in 


Pittsburgh. The subcommittees will 
make progress reports on the studies 
under discussion, looking forward to the 
completion of these reports for final ap- 
proval at the May meeting of the com- 
mittee. As usual, the round table dis- 
cussion of various problems arising in 
connection with boilers, turbines and 
their associated equipment, will form a 
feature of this meeting. 


Transmission and Distribution Committee 
HE winter meeting of the Trans- 
mission and Distribution Committee 

of the Edison Electric Institute will be 
held on February 9 and 10 at the Saga- 
more Hotel, Rochester, New York. In- 
teresting features scheduled for this meet- 
ing are a description of the hurricane in 
New England last September, a sympo- 
sium on transformer tank corrosion, a 
symposium on load testing of distribution 
transformers and a discussion of wood 
poles transmission lines. Arrangements 


have been made for committee members 
and guests to make inspection trips to 
several places of interest in Rochester 
and its vicinity. 
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‘Taxation Accounting 


By S. J. Barrett 


The Peoples Gas Light and Coke Company, Chicago, III. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, Ill., December 12-14, 1938 


N 1912, prior to the advent of the 

present Federal income tax, taxes 

levied against utility companies 
amounted to approximately 5 cents for 
each revenue dollar. Since that time, as 
every one associated with the industry 
is probably aware, the tax burden of 
utilities has grown tremendously, espe- 
cially so in the years since 1932. Accord- 
ing to statistics compiled by the Edison 
Electric Institute, electric utilities ex- 
pended for taxes in 1932, 11.7 cents for 
each revenue dollar, and in 1937 more 
than 16 cents for each revenue dollar, an 
increase in the tax burden during that 
period of about 40%. Figures published 
by the American Gas Association show 
that the tax bill of gas utilities in 1932 
was 11 cents for each revenue dollar and 
in 1937, 13 cents, an increase during 
that period of about 18%. 

As is well known, the tremendous in- 
crease in taxes is chiefly attributable to 
the rising cost of government, resulting 
in the imposition by Federal, state and 
local governments of a host of levies in 
new and novel forms and the frequent 
revision of existing tax legislation, all 
designed to produce the required addi- 
tional governmental revenue. 


Great as has been the increase in the 
amount of taxes paid by utilities, there 
is yet another factor of constantly in- 
creasing importance to be considered— 
the growing cost of. complying with the 
numerous laws which comprise the pres- 
ent maze of tax legislation. Figures 
showing the extent of the increase in the 
cost of tax compliance in the industry 
generally do not appear to be available. 
Within the experience of almost every 
utility company, however, there is prob- 
ably ample evidence that this indirect tax 
cost—the cost of tax compliance—has 
kept pace in recent years with the in- 
creasing direct tax burden. As more and 
more of the revenue dollar of utility 
companies is taken for the payment of 
taxes with the passing of each year, 
management is finding it necessary to 
devote additional time and attention to 
the supervision and control of tax mat- 
ters. Accountants, attorneys, and others, 
especially trained and qualified in the 
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field of taxation, have become of essen- 
tial importance in almost every utility 
organization. In the case of some com- 
panies, the handling of tax matters was 
formerly considered a function incidental 
and subordinate to the work of the ac- 
counting department, or other unit of 
the organization. Tax matters have 
now become of such significance that the 
centralized tax department, charged with 
the proper and efficient treatment of all 
tax matters, has generally become a rec- 
ognized necessity. 

The enactment of each new taxing 
act has added to the already great vol- 
ume of returns and reports required to 
be filed with the taxing bodies and has 
made necessary the keeping of many ad- 
ditional accounting records. Lack of 
uniformity in the bases for the determi- 
nation of tax liabilities under the various 
acts, and the wide variance in the nature 
of the information to be included in the 
returns and reports required, has mul- 
tiplied the cost of tax compliance many 
fold. The Federal income tax, for ex- 
ample, is computed upon the basis of 
statutory net income; some of the state 
income taxes upon the basis of gross in- 
come, net income or some variation 
thereof; Federal and state excise and 
sales taxes upon the basis of revenue, 


receipts, or value of goods or services 
produced ; local property taxes upon ac- 
tual values, assessed values, capitalized 
earnings, or other bases, and so on, with 
a different method of determination for 
almost every form of tax. The new 
uniform classification of accounts pre- 
scribed by the Federal Power Commis- 
sion and by many of the state regulatory 
bodies has greatly expanded utility ac- 
counting requirements, but even so, the 
accounting records maintained under the 
new classifications do not provide, in 
many respects, all of the information 
necessary for the preparation of the 
numerous reports and returns required 
by the separate taxing acts and the de- 
termination of the taxes imposed by 
them. When the books of account do 
not provide the needed information, it is 
necessary, of course, to keep supplemen- 
tary accounting records, especially de- 
signed to provide the information re- 
quired for tax purposes. 

Tax legislation, including the mass 
of related regulations, rulings and court 
decisions, continues to become more com- 
plex and voluminous. Problems arising 
in connection with tax matters are con- 
tinually becoming so intricate and of 
such vital importance as to warrant the 
most careful thought and attention of 
management, tax accountants, and 
others. The cost of tax compliance is, 
without a doubt, an important phase of 
the present tax burden. 


Accounting for Federal income tax 
purposes, to which a large part of the 
costs of tax compliance are probably at- 
tributable in the case of most utility 
companies, is a subject of common in- 
terest, since the Federal income tax is 
applicable to all companies alike. The 
accounting problems arising in connec- 
tion with the Federal income tax are 
usually more numerous and complex, be- 
cause of the intricate nature of the 
Revenue Acts, than the problems relat- 
ing to state, local and other forms of 
taxes. New and different questions of 
an accounting nature are continually 
arising as the result of the frequent re- 
vision of the Revenue Acts and the in- 
come tax regulations, and as the result 
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of new rulings of the Bureau of Internal 
Revenue and decisions of the Board of 
Tax Appeals and the Courts. For the 
present purpose, it appears appropriate, 
therefore, to discuss some of the more 
important phases of tax accounting per- 
taining particularly to the Federal in- 
come tax. 

The objective of tax accounting for 
Federal income tax purposes is, of course, 
the correct determination of taxable net 
income as defined by law and in accord- 
ance with the regulations, rulings, and 
decisions interpreting the various pro- 
visions of the law. “Taxable net income 
is a statutory conception of net income 
and may be different in many respects 
from the actual net income as shown by 
the books of account. The books of ac- 
count, of course, are the basic account- 
ing records for all purposes. ‘he process 
of determining taxable net income is es- 
sentially one of making certain adjust- 
ments to the actual net income as shown 
by the books of account. Such adjust- 
ments may have the effect of producing 
a taxable net income that is greater or 
less than the net income as shown by the 
books of account and may be classified 
as follows: 

1. Adjustment Items Which Have the Ef- 
fect of Increasing Taxable Net Income over 
Book Net Income— 

(a) Items includible in gross income for 
income tax purposes which have not been 
recorded as income in the books of account. 

(b) Items which have been recorded as 
expenses in the books of account but which 
are not allowable deductions for income tax 
purposes. 

2. Adjustment Items Which Have the Ef- 
fect of Decreasing Taxable Net Income un- 
der Book Net Income— 

(a) Items which have been recorded as 
income in the books of account but which 
are not includible in gross income for income 
tax purposes. 

(b) Items which are allowable deductions 
for income tax purposes but which have not 


been recorded as expenses in the books of 
account. 


Many of these adjustments are merely 
transfers of items of income or expense 
between taxable periods or years. Items 
of income or expense recorded on the 
books in one year may be required under 
the law to be reflected in the taxable net 
income of a prior or later year. 

I have already referred to the several 
general classes or types of adjustments 
which are ordinarily required to be made 
to the net income as shown by the béoks 
in order to arrive at the taxable net in- 
come. Under the classification of those 
adjustments included in gross income for 
income tax purposes, but which have not 
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been recorded as income in the books of 
account, are the following typical items: 

1. Credits to surplus or other non-income 
accounts in connection with adjustments of 
prior year transactions, such as in the case 
of prior years’ interest collected in the cur- 
rent year but which was not accrued as in- 
come on the books in the prior year to which 
it was applicable because the collectibility 
was then doubtful, or for other reasons. Such 
prior year items may sometimes be retro- 
actively included in the taxable income of 
the prior years to which they relate, or may 
be required to be included in the taxable 
net income of the year in which recorded on 
the books or possibly some other year, de- 
pending upon the circumstances in each case. 

2. Refunds of prior year’s expenses which 
have been previously allowed as deductions 
for income tax purposes, such as refunds of 
property taxes. 

3. Credits to surplus or other non-income 
accounts representing taxable profits or gains 
from non-operating transactions, such as 
sales or other dispositions of investments or 
physical property. 

4. Credits to surplus, bad debt reserves or 
other non-income accounts representing col- 
lections from bad debts charged off and 
allowed as deductions for income tax pur- 
poses in a prior year. 

5. The excess of the par value or issuing 
price of the Company’s own bonds or other 
obligations, reacquired by it for purposes of 
cancellation, over the cost of reacquisition. 

6. Proceeds from the disposition or liquida- 
tion of investments previously considered to 
have become worthless and the cost or basis 
of which has been previously allowed as a 
deduction for that reason in some prior year. 

7. Items of a deferred nature which are 
to be taken up as income on the books in 
subsequent years, but which may be report- 
able in full as taxable income in the current 
year. An example of this kind is the case 
of profits from installment sales of appliances 
which do not qualify as such for income tax 
purposes. 

Items which have been recorded as 
expenses on the books, but which are 
not allowable as deductions for income 
tax purposes and, for that reason, must 
be added back to the net income as 
shown by the books in arriving at the 
taxable net income, are illustrated by the 
following representative examples: 


1. Provision for the Federal income tax 
liability on the current year’s income which 
is not allowable as a deduction under the 
statute. 

2. Amounts charged to expense on the 
books in connection with additions to re- 
serves for contingent liabilities or to cover 
prospective losses which have not yet become 
real. In such cases, deductions are usually 
not allowable for income tax purposes until 
such time as the contingent liabilities for 
which the reserves are provided become real 
or the prospective losses are actually suf- 
fered. Adjustments of this type customarily 
arise in connection with Uncollectible Bill 
Reserves, Insurance and Casualty Reserves, 
Reserves for Loss on Investments and similar 


cases. 
3. Contributions paid in the taxable year 
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to charitable organizations to the extent that 
the total amount of such payments is in ey. 
cess of 5 per cent of the taxable net income 
for the year. 

4. Items which are considered for income 
tax purposes not to be in the nature of 
ordinary and necessary business expenses, 
such as the payment by a parent company of 
the expenses of its subsidiary. 

5. Items which, under the income tax reg- 
ulations, are considered, to be applicable 
wholly or in part to future years and which 
are required to be amortized over the years 
to which they are attributable. Expenditures 
in connection with improvements to leased 
property, which are usually required to be 
amortized ratably over the lease period, or 
the useful life of the property, whichever js 
shorter, are representative of this type of 
adjustment item. 

6. Items recorded on the books as mainte- 
nance expense but representing the cost of 
replacement of major units of property which 
may be required to be capitalized for income 
tax purposes. 

7. Losses of controlled subsidiary com- 
panies when taken up currently as an ex- 
pense in the accounts of a parent company. 

8. Losses from sales or dispositions of 
capital assets which are in excess of $2,000, 
plus the amount of capital gains, if any, real- 
ized from other similar transactions. 

9. Losses on the abandonment or retire- 
ment of depreciable property in such cases 
where the method of depreciation adopted 
for income tax purposes is such as does not 
permit of the allowance for such losses. 


The following items are representa- 
tive of those which may be recorded as 
income on the books, but which are not 
includible in gross income for income 
tax purposes, and must, therefore, be de. 
ducted from the net income as shown by 
the books in order to determine taxable 
net income: 


1. Interest income from tax exempt obliga- 
tions of Federal, state and local governments. 

2. The book income of controlled subsidi- 
aries if reflected currently in the accounts of 
the parent company. 

3. Theoretical interest not actually received 
such as that involved in the practice of capi- 
talizing interest on idle investment in con- 
nection with construction projects. 

4. Unrealized appreciation in the value of 
investments or other assets. Such apprecia- 
tion does not have to be included in taxable 
income until such time as it may be actually 
realized through sale or other disposition of 
the property involved. 

Under the category of items which 
are generally allowable as deductions for 
income tax purposes, but which may not 
be recorded as expenses on the books, are 
the following typical illustrations: 

1. Taxes, interest and similar payments, 
capitalized or charged to other than expense 
accounts on the books, which, under the it- 
come tax regulations, are permitted to be 
taken currently as allowable deductions. 


2. Items charged to the surplus account 
which are allowable deductions for income 
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tax purposes. Such items charged to surplus 
may include payments of taxes, interest or 
other expenses relating to non-operating 
transactions. 

3. Charges to reserves for expenses or 
losses actually incurred, such as charges to 
the Uncollectible Bill Reserve for worthless 
accounts written off and injury or damage 
losses charged to Casualty or Insurance Re- 
serves. 

4. Losses from abandonments or retire- 
ments of physical property, provided the 
method of depreciation accounting followed 
for income purposes is such as to contem- 
plate the allowance for such deductions. 

5. Items included in deferred charge ac- 
counts on the books, but which are currently 
deductible for income tax purposes, for ex- 
ample, the cost of revenue stamps charged 
to unamortized bond discount and expense 
on the books which is being amortized over 
the term of the bonds to which they relate. 

6. Unamortized discount and expense on 
bonds retired in the current year which, on 
the books, is being amortized to expense over 
the term of a refunding bond issue. Under 
the income tax regulations, unamortized dis- 
count and expense on bonds is an allowable 
deduction for the year in which the bonds 
are retired. 

7. Premiums paid on the Company’s own 
bonds purchased for retirement, which, un- 
der the income tax regulations, constitute 
allowable deductions for the year in which 
paid. 

I should like to emphasize again that 
the several items which I have mentioned 
under the various classes or types of ad- 
justments ordinarily required to be made 
for income tax purposes are in no sense 
intended to comprise an exhaustive list. 
I have purposely not attempted to treat 
fully with the detailed accounting pro- 
cedures ordinarily involved in the ad- 
justment of the items mentioned for the 
reason that justice could not be accorded 
that subject in this rather broad discus- 
sion of taxation accounting. Volumes 
have been written with respect to such 
detailed accounting procedures and there 
is doubtless need for additional volumes 
to be written. 

The question is asked as to whether 
there are possibilities for economies in 
taxation accounting. Simplification of 
tax laws and the related regulations and 
greater uniformity in the method of de- 
termining the tax liabilities under the 
various laws, would, no doubt, con- 
tribute much toward minimizing the 
costs of tax compliance. Any movement 
having such an objective should cer- 
tainly have the encouragement and sup- 
port of the utility industry. 

Tax accounting costs also may be 
minimized if the books of account and 
other basic accounting records are so 
maintained that they provide, so far as 
ls practicable, the information necessary 
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for the preparation of tax returns and 
reports. This requires constant close 
cooperation between the Accounting De- 
partment and the Tax Department to 
the end that analysis work may be re- 
duced to a minimum. Such coordinat- 
ing of accounting requirements for tax 
and other purposes promotes efficiency 
in the handling of tax matters and elim- 
inates duplication of effort. 

Perhaps one of the most fertile fields 
for effecting tax accounting economies 
in any organization is in the centraliza- 
tion of the handling of and responsibility 
for all tax matters. Such centralization 
is conducive to efficiency and uniformity 
in the preparation and filing of the vari- 
ous required returns and reports, and 
places the responsibility for the proper 
treatment of tax matters in the hands of 
persons especially qualified and trained 


in that field. 


Engineer and Accountant 
(Continued from page 30) 


property records and the determination 
of original cost when this is based upon 
an inventory, it is being found that Com- 
mission staffs are insistent on interjecting 
too much detail into the inventories. 
This is particularly true as to power 
plants and substations. The insistence 
on detail is apparently being made pri- 
marily to aid the Commission staffs in an 
easy check of the inventory. For exam- 
ple, in one case where it would take ap- 
proximately four months to inventory 
the major items in a specific steam plant 
which might represent from 80 to 90 per 
cent of the cost, a company is being 
forced to spend an additional year on 
this plant to inventory the minor items 
in detail, such as station piping, conduit, 
cable, control wiring, bus work, imsula- 
tors, etc. 

To try to maintain such a record as 
a continuing property record will eventu- 
ally make the record worthless because 
of the practical impossibility of maintain- 
ing it continuously in such form. In addi- 
tion the costs are excessive and unreason- 
able. Engineers approaching this sub- 
ject should attempt to outline plans 
whereby a simplified inventory or ac- 
cumulation of minor property units could 
be accomplished. 

6. Much work needs to be done in ac- 
quainting the accounting, operating and 
construction forces with the _ require- 
ments of continuing property records. It 
is essentially the engineer’s job to see that 
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all field work in connection with con- 
struction and retirements is so handled 
that the record of units added and re- 
tired is correct. In this way the associa- 
tion of dollars with these units will be 
simplified as much as possible. A com- 
plete understanding of the program by 
all those involved through the dissemina- 
tion of information of the reasons for, 
and regulatory requirements in connec- 
tion with, these records will be of value. 

Will studies such as have been sug- 
gested prove worthwhile? Well here is 
an example: We have made estimates 
based upon what our company thinks 
are suitable and sufficient records for all 
practical purposes as contrasted with 
what are now required by Commission 
order. We estimate that the installation 
costs of the records would be about one- 
half of the present costs being incurred 
if the Company’s plan was followed. To 
operate our system as compared with the 
one we are required to follow would cut 
the annual operating costs 45 per cent. 

It appears to us that through Commit- 
tee work there is a big opportunity to do 
something constructive in improving 
plant accounting generally, in meeting 
the practical needs of regulatory bodies 
and in reducing the costs of the addi- 
tional records. 


Legal Aspects 
(Continued from page 18) 

Why not therefore conserve our time 
and submit matters such as some of those 
mentioned to the Commissions at once. 
It seems to me there are a number of 
answers. Companies subject to the juris- 
diction of both the Federal Power Com- 
mission and a State Commission may 
well be confronted at the threshold with 
a real doubt as to which Body should be 
addressed. Also, it seems a proper in- 
ference that the system was designed to 
reduce, as much as possible, a necessity 
for Company resort to such procedure. 

There are other answers. The indus- 
try owes a duty to the Commissions to 
submit only questions of reasoning doubt. 
It owes the duty to itself to discover, 
develop and properly evaluate all the 
relevant facts and factors inherent to 
any particular situation so that, in the 
event of continuing doubt, it can better 
assist the Commission to decisions, pro- 
motive of the proper interests and in 
consonance with the sound realities, of 
the business. 
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Commercial News Notes 


ON TO CHICAGO! 


All roads are open to Commercial men 
and others interested in utility load build- 
ing problems to Edgewater Beach Hotel, 
Chicago, the week of March 20, for the 
Sixth Annual Sales Conference of the 
Edison Electric Institute. Monday, 
March 20, will be Committee Day end- 
ing with a dinner meeting of the Gen- 
eral Sales Committee the same evening at 
which all Committee Chairmen and 
Chairmen of National Programs will re- 
port progress. 

On Tuesday, Wednesday and Thurs- 
day there will be open sessions in the 
morning and afternoon. One afternoon 
will be devoted to a discussion of subjects 
bearing on electric kitchen equipment, 
under the auspices of the Modern Kitch- 
en Bureau. Another afternoon session 
will be given over to lighting classifica- 
tions under the auspices of the Better 
Light-Better Sight Bureau. 

Those attending will hear presenta- 
tions on other highly important subjects 
by authoritative speakers, among them: 
Selling the Home Market of Tomor- 
row; The Human Appeal in Advertis- 
ing; Some Problems and Opportunities 
in the Farm Market; Organized Train- 
ing in Business; Air Conditioning and 
Better Health ; Stepping Up Dealer Sales, 
all of which will be discussed by speakers 
from without the industry. Additional 
subjects are Meeting Wiring Obstacles 
in Modernizing Commercial and Indus- 
trial Building and the Commercial 
Market is Undersold—to be handled by 
men in our industry having intimate 
touch with the job. 

Chairman H. E. Dexter of the Gen- 
eral Sales Committee will preside and 
also will present a Résumé of Commer- 
cial Activities. We will be honored with 
two other speakers, President C. W. 
Kellogg of E.E.I. and Mr. Bernard F. 
Weadock, our Vice President and Man- 
aging Director. 

Both sessions on Friday, March 24, 
will be on Power subjects and sessions 
will be closed to all but utility men J. F. 
Gaskill, Chairman of the Industrial 
Power and Heating Committee will pre- 
side. 

The entire Conference will be a lib- 
eral education for Commercial men. It 
is suggested to Commercial Executives 


By C. E. Greenwood 


Commercial Director, E.E.1. 


that they schedule now their representa- 
tives for the Conference. Special room 
rates will be granted by Edgewater Beach 
Hotel to those in attendance. 


SALES UP FOR 1939? 


A recent news bulletin from the Na- 
tional Electrical Manufacturers Associa- 
tion indicates marked optimism on the 
part of our associates in this field for the 
sale of electrical equipment during the 
coming year. The utilities will earnestly 
cooperate with the manufacturers and as- 
sist them to realize the objectives set. 
Utility companies will lead in the promo- 
tion of all classifications of business that 
will bring greatest satisfaction and ser- 
vice to the consumer. Sustained promo- 
tional effort on Electric Service, together 
with lower average rates have resulted in 
record sales of kilowatthours for domes- 
tic purposes during 1938. We must re- 
double our sales pressure in view of the 
sharp drop in electric kitchen equipment 
volume in 1938. Refrigerator sales de- 
clined approximately 47%; electric 
ranges approximately 38% and water 
heaters 14%. But what would the re- 
sult have been without the strong de- 
fense provided by the promotional efforts 
of the Modern Kitchen Bureau against 
the powerful offence of economic insta- 
bility ? 


Although electric refrigeration sales 
dropped 47% in 1938 over 1937, those 
sales represented 74% of the total of all 
refrigerators sold according to one com- 
pilation; the ice people obtained 18%; 
our gas friends 7% and the balance went 
to kerosene. Which is a reminder that 
Mr. H. G. Hust, Advertising Director 
of National Ice Advertising, Inc., states 
that “Within two years following the 
beginning of national cooperative adver- 
tising by the ice industry in 1936, the sale 
of household ice refrigerators has in- 
creased more than 100% over the low of 
1933. Sales of modern ice using equip- 
ment were over 600,000 units in 1937.” 
And still we find an occasional “‘doubt- 
ing Thomas” who questions the value of 
national and local coordinated advertis- 


ing and selling. 
* * * 


Once in a while we hear marketing 
men getting “hot and bothered” on the 


subject of Saturation. An interesting ex- 
ample of what can be done by intensive 
selling in communities where saturation 
is reputed to be high is in Washington, 
D. C. The estimated saturation in that 
city is 85% of single family homes, A 
recent campaign by the dealers in Wash- 
ington, D. C., backed by powerful promo- 
tion on the part of Potomac Electric 
Power Company over a three-months’ 
period, moved $500,000 worth of elec- 
tric refrigerators. Approximately half of 
this amount represented 1938 models and 
half second-hand boxes. There were 198 
salesmen in the field and they placed in 
customers’ homes a total of 3,371 electric 
refrigerators. 


ROOM COOLERS 


It looks like a big year for air condi- 
tioning with opportunity to stress room 
cooling in homes. The price bugaboo is 
fast going into the discard with one 
manufacturer bringing outa 1939 model at 
a price of $195 or less. It is of incidental 
interest that the Air Conditioning 
Manufacturers Association have organ- 
ized a Promotional Division which is 
already in action. The effectiveness of 
Attic Ventilation also is indicated in the 
upward trend of sales of ventilating fans 
for this purpose. Total sales in 1938 
were 10,946 as compared with 8,522 the 
year previous. 

* * * 

The following quotations from articles 
by leading physicians in the United 
States point out values in air condition- 
ing service and may be considered pro- 
phetic of our future market. Dr. Albert 
G. Young, Head of the Corey Hill 
Hospital, Brookline, Mass., has stated, 
“Tf dust ladened air will interfere with 
physical and chemical reactions outside 
the body it is only logical to conclude 
that it can exert an equally deleterious 
effect within the body. Information to 
prove such a conclusion is gradually be- 
ing accumulated. Some day in the neat 
future we shall have ‘our case prepared’ 
so that we can ‘obtain a conviction’ in 
any court.” 

“Much time and research will be 
necessary to explore all of the possibil- 
ities of the application of Air Condition- 
ing to health; but certainly the informa 
tion now available is sufficiently encour- 
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aging to warrant further investigation.” 

Dr. E. A. Brown states the following 
in the New England Journal of Medi- 
cine, “Our newest and most potent aid 
in diagnosis of doubtful or complex cases 
is the modern air conditioned hospital.” 
_,. “The patient’s realization that he 
can remain entirely symptom free in the 
proper environment is a sharp stimulus 
to its reproduction in the home, so that 
some 15 per cent of the patients purchase 
air conditioning equipment.” 

Again we read in a recent issue of the 
Journal of the American Medical Asso- 
ciation a résumé by Dr. Tell Nelson: 
“No air is free from dust,” says Dr. 
Nelson, but he gives the proportions be- 
tween country air after a rain (dust par- 
ticles a few thousand per cubic foot) and 
city air which will contain from five 
hundred thousand to two or three million 
particles per cubic foot. “In heavy indus- 
trial centers the contamination has run 
as high as twenty million particles per 
cubic foot. The direct effect of dusts 
on health depends upon the concentra- 
tion, chemical constitution and size of 
the particles. Industrial poisoning due to 
dusts containing lead, mercury, manga- 
nese, arsenic and cadmium is frequently 
encountered. 

“Another industrial hazard is caused 
by the inhalation of fine dusts of silica, 
iron, carbon and asbestos. The particles 
produce a low grade inflammation in the 
lung, that is followed by the formation 
of excess fibrous tissue which replaces 
the lung tissue. Inhalation of other 
solid and gaseous ingredients of city air, 
such as carbon and sulphur fumes, irri- 
tates the mucous membranes of the nose, 
throat and lungs, causing discomfort and 
sometimes injury to health.” 

From which we should conclude that 
the commercial motive is really not the 
dominant one in our promotional work. 

a 

As an indication that. the Better 
Light-Better Sight Bureau is keeping 
in the forefront of progress in light- 
ing advancement, it is: announced that 
the Bureau will sponsor the entire light- 
ing and fixturing of the homes in the 
TOWN OF TOMORROW at the 
New York World’s Fair 1939. This will 
assure that latest standards in lighting 
development will be seen by the millions 
in attendance. 

* * * 
TESTED SELLING STORIES 


The new Plan Book and Tested Sell- 
ing Stories of the Home Lighting Equip- 
ment Sales Committee have been mailed 
to utilities and to manufacturers of 
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lighting equipment. It is a call to action 
for local cooperative effort in the sale of 
fixtures, IES and other type lamps, Maz- 
da lamps and accessories for conversion. 
It is amazing the number of persons 
especially in rural communities that 
have heirlooms in oil or gas lamps which 
can easily be converted to electric. Some 
utility companies have “campaigned” 
this feature most successfully. There 
are also empty sockets to fill. Although 
there have been approximately 8,000,000 
IES “type” lamps sold there is a market 
many times as large waiting to be sold. 
Fixtures are out-moded. 

The over-all objective in the plans of 
the Committee is to take up the slack in 
the sale of home lighting equipment to 
make possible the lighting principle 
promulgated by Better Light-Better 
Sight. The Plan Book points out what 
the manufacturer, the wholesaler and the 
dealer can do as well as the utility. 

Of greatest value is the book on 
Tested Selling Stories which is the ex- 
perience of twenty-five utility companies 
that have already promoted these prod- 
ucts successfully. More shining exam- 
ples will be collected and distributed for 
this loose-leaf booklet because “what has 
been done can be done.” 

. 6 
MEMORY JOGGER 


That Statistical Questionnaire on air 
conditioning installations that was sent 
to you from E.E.I. Each utility execu- 
tive can assist by kindly sending in the 
company record if it has not gone for- 
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ward at this time. The industry would 
like to have a 100% picture. 

And how about the subscription to 
Rural Elecrification Exchange? Four 
quarterly issues cost but 50¢ for the 
series. The Committee on the Exchange 
urges your participation. 


* * * 


PRIZE WINNER 


Who says men over forty-five should 
be replaced in the selling field? Let him 
note the score of W. K. Powers, sixty- 
nine years young, of Northern States 
Power Company, who won the $100 
Grand Prize offered by the Modern 
Kitchen Bureau for selling electric water 
heaters. The contest was based on a 
statement on How I Sell Electric Water 
Heaters, and Mr. Powers put on paper 
his selling procedure. He was unani- 
mously chosen the winner by the Judges 
including Fred Shepperd, Electricity on 
the Farm, F. W. Watts, Vice President, 
Electrical Publications, Inc., and L. E. 
Moffatt, Editor, Electrical Merchandis- 
ing. 

Through the doctrine of concentration 
and work, added to his knowledge of 
water heating service and sales technique, 
he rolled up an amazing total of sales. It 
was no stroke of luck, because we are 
advised that Mr. Powers has led the 
sales field in his own company on the 
sale of water heaters for the past three 
years. There is a lesson in this for many 
younger men entering the fruitful field 
of appliance selling. 
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Meeting of Joint Subcommittee on 


Development and Research 


HE JOINT SUBCOMMIT- 

TEE on Development and Re- 
search met with its project committees 
on November 18, 1938, with Mr. Clark 
presiding. The various project commit- 
tees presented progress reports covering 
the work of the last six months. 

In addition to the progress reports 
three technical reports were presented. 

Proyect Committee 1A, Noise In- 
duction, presented a technical report en- 
titled “Effects of Bonding Telephone 
Cable Sheaths to Multi - Grounded 
Power Neutrals in Water Pipe Areas.” 
This report shows that the bonding of 
exposed aerial exchange telephone cable 
sheaths to multi-grounded power system 
neutrals in areas served by public water 
systems produces a reduction in noise at 
least equal to that obtainable by connect- 
ing to other low-impedance grounds. On 
the average, the reduction in the receiver 
noise of station sets with single con- 
denser and lower impedance ringer to 
ground is about 2:1. The average re- 
duction in noise to ground is about 3:1. 

In trolley areas additional direct cur- 
rent will usually be transferred to un- 
derground telephone cable sheaths as a 
result of the bonding, but in general 
this increased current is not expected to 
require additional electrolysis corrective 
measures. Relatively simple corrective 
measures are available, however, if they 
should be required in specific cases. 
Where forced drainage installations are 
required their cost will likely be in- 
creased by the bonding. 

For 2.3/4 kv distribution systems, the 
voltage impressed on the telephone plant 
by power faults not involving a direct 
contact with the telephone cable will 
not, in general, be sufficient to cause 
cable insulation failure. This is not 
necessarily so, however, in the case of 
higher voltage power circuits. 

Proyect Committee 2G, Construc- 
tion, presented a technical report en- 
titled “Grounding of Street Lighting 
Brackets.” This report describes the 
results of a field investigation to obtain 
operating experience both in the lighting 
circuit and in the telephone plant, with 
the grounding of street lighting brackets. 
Approximately 1600 street lighting 
brackets were experimentally grounded 
either to telephone aerial cable or to 
multi-grounded power neutrals in three 
trial areas. This field trial ran for an 
18-month period. Although there was an 


initial increase in street lighting failures 
as a result of grounding, the rate of 
failure decreased rapidly. ‘There was 
no telephone cable trouble or noise ex- 
cept in the few cases where a contact 
with a constant potential circuit was in- 
volved. 

Project CoMMITTEE 2J, Control of 
Residuals, presented a technical report 
entitled “Staged Tests and Operating 
Experience on 140-kv Petersen Coil 
System.” ‘This report covers staged tests 
and operating experience on the 226 to 
276-mile 140-kv Petersen coil system 
of the Consumers Power Company. 
Tests were made by the Consumers 
Power Company, at the time two Peter- 
sen coils were installed in 1931, to de- 
termine the proper tuning for the coils, 
magnitude of line-to-ground fault cur- 
rent and voltages to ground on sound 
phases for several fault locations. Similar 
tests were made, both with the power 
system neutral isolated and grounded 
through impedance. Inductive effects 
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were observed on a paralleling telephone 
line under normal and fault conditions 
on the power system, when the neutral 
of the latter was grounded in different 
ways. Observations on the Petersen coil 
system during a period of 61 months 
have been carried out using an oscillo- 
graph and surge voltage recorder. From 
these observations, data have been col- 
lected on overvoltage, time to clear are- 
ing faults, type 6f faults and service in- 
terruptions. 

The results of tests on these coils and 
information on their operation in service 
up to September, 1933, were published in 
1934 in an AIEE paper entitled “Peter- 
sen Coil Tests on 140-kv System,” by 
J. R. North and J. R. Eaton. In this 
report, as a matter of record, all phases 
of the test are discussed and the data 
which are of particular interest to Proj- 
ect Committee 2J are given in greater 
detail than in the AIEE paper. 

All three of the above technical re- 
ports were recommended for issuance as 
Provisional Reports. | Announcement 
will be made in the BULLETIN when 
these recommendations are acted upon 
by the Joint Committee on Plant Co- 
ordination. 





Series Sodium Highway Lighting 
Circuits 


URING the past few years, a new 

type of lamp has been developed 
for highway lighting purposes, making 
use of ionized sodium vapor as its lumin- 
ous element. Lamps of this type may be 
operated on a conventional series light- 
ing circuit either with or without indi- 
vidual transformers, or in multiple 
through a suitably designed transformer 
from a distribution circuit. Up to the 
present time, most installations have 
been of the series type. 

The wave-shape characteristics of so- 
dium vapor lamps are such that where 
series lighting circuits supplying a con- 
siderable number of these lamps are in- 
volved in exposures with open-wire tele- 
phone lines, attention must be given to 
the coordination of the two systems from 
the noise standpoint. Provisional Re- 
port No. 23* entitled “Series Sodium 
Highway Lighting Circuits” presents the 
results of an investigation of the various 
factors involved in situations of this 
character. Data are included on the 
wave shape of series sodium circuits and 
the relative inductive influence of vari- 


“ Of the Joint Subcommittee on Development and 
Research, EEI and Bell System. 


ous circuit arrangements. A method of 
estimating the noise to be expected in a 
given exposure is described. The proc- 
ess used involves an extension of existing 
methods of noise calculation to cover the 
conditions peculiar to exposures involv- 
ing series lighting circuits. The use of 
this method of estimating noise is illus- 
trated by an example. Various coordi- 
native measures are also discussed. 

The wave-shape data included in this 
report were obtained in the laboratory 
of one of the manufacturers and, through 
the cooperation of one of the power com- 
panies, on a number of field installations 
of series sodium circuits. One of the 
situations tested, in which a series light- 
ing system some 16 miles in length was 
involved in an exposure with an open- 
wire telephone toll line, afforded an op- 
portunity to obtain noise measurements 
as well as wave-shape data. 

The results of the study may be sum- 
marized as follows: 

1. The wave form of the current on 
a series lighting circuit supplying sodium 
lamps is approximately sinusoidal. The 
voltage wave, however, is distorted and 
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somewhat irregular in character, roughly 
approximating a square wave. An anal- 
ysis of the voltage wave indicates the 
presence of all the odd and many of the 
even harmonics of the fundamental sup- 
ply frequency. 

2. The line-to-line Kv ‘T varies from 
4 maximum at the constant-current 
transformer to a minimum at the far end 
of the circuit. The maximum Kv ‘T 
depends upon the number of lamps oper- 
ating. However, the total Kv ‘ T is not 
directly proportional to the number of 
lamps, indicating that the harmonic com- 
ponents from the individual lamps are 
not exactly equal or exactly in phase. 

3. The wave-shape distortion on the 
lighting circuit is not transferred to the 
circuit supplying the constant-current 
transformer because of the relatively 
high leakage reactance of the latter. 

4. Since only the voltage wave is dis- 
torted, electric induction in exposed tele- 
phone circuits is the only type of impor- 
tance. Consequently if either the light- 
ing circuit or the paralleling telephone 
circuits are in metallic-sheathed cable, 
the shielding effect of the sheath will 
prevent appreciable noise induction. 

5. The influence of a sodium lighting 
circuit (assumed ungrounded) is a mini- 
mum when the two wires of the circuit 
are kept close together (e.g., adjacent 
pin positions) and when adjacent lamps 
are connected in opposite sides of the cir- 
cuit. (The report also discusses the rela- 
tive effects of various other lighting cir- 
cuit arrangements. ) 

6. With the lighting circuit arranged 
for minimum influence, i.e., with no 
grounds, with the wires closely spaced, 
and with the lamps staggered, the induc- 
tion in joint-use exposures is of the order 
of 10 times that occurring at roadway 
(35-foot) separation. 

7. For the lighting circuit arrange- 
ment just described (item 6) telephone 
circuit noise results chiefly from direct 
induction into the metallic circuit, since 
the longitudinal circuit induction is rela- 
tively small. Consequently, telephone 
circuit transpositions are effective in re- 
ducing this noise. 

8. It appears that for reasonably uni- 
form exposures at highway separation 
between open-wire telephone toll lines 
and a series lighting circuit, the noise 
induction will not be important if : 

a. The telephone lead is transposed ac- 
cording to the Exposed Line Transposition 
System, or other systems having equal or 
greater frequency of transposition, and 
b. The lighting circuit is not grounded (or 
1s grounded at a balanced point only), the 
two wires of the circuit occupy adjacent pin 
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positions, and adjacent lamps are connected 
in opposite sides of the circuit. 

9. In situations where only a small 
number of sodium vapor lamps are used, 
as, for example, at highway intersections, 
noise induction is negligible. 

Copies of the report can be obtained 
from the Edison Electric Institute at a 
price of 40 cents to members and their 
employees, or $1.00 to non-members. 


The Impact of Economics 
(Continued from page 28) 
bursed on the basis of $1,500,000. Under 


traditional and regulated accounting, the 
reported income would not be true eco- 
nomic income for it would include the 
depreciation allowance on the excess of 
present cost over cost to the accounting 
company. The accounting result would 
unduly encourage investment and pos- 
sibly obscure the effectiveness of man- 
agement. The apparently large income 
would attract attention and probably 
result in unwarranted demands for rate 
reductions. ‘The accounting income un- 
der such conditions fails to reflect the 
true economic income. 

The economist would like to make it 
clear to the accountant that a past cost 
is worth only the present cost which it 
enables one to avoid. 

More instances are hardly necessary 
to illustrate the ways in which account- 
ing results may fail to reflect economic 
results. The implications of the distinc- 
tions made for rate making and new 
business promotion are obvious. The 
costs used in so-called cost accounting 
are too often not cost at all. Reliance 
on them frequently leads management 
into economically unsound decisions. 

Because of the composite effect of ac- 
counting traditions and regulatory com- 
mission requirements, the accounting 
results may prove less of a measure of 
economic results than before. It may be 
worth considering the development of 
adjunct statements of economic results 
to supplement the legally required forms. 
An analysis of accounting income to 
show its nature and origin in economic 
terms should prove as useful and in- 
formative as surplus analysis in its do- 
main. Such economic income statements 
should not be developed merely as aids 
to management, but should be available 
to all who have an interest in economic 
results and particularly those who would 
pass judgment on the results achieved. 

The impact of economics on account- 
ing, particularly public utility account- 
ing, will probably be nil since the form 
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and procedure are so frozen by the pre- 
scribed classifications. Possibly instead 
we can hope that there will be an im- 
pact of economics on the accountant. 
Then so far as the law allows, account- 
ing results may be intelligently analyzed 
and given economic meaning. The next 
generation of accountants will be prac- 
tising economists. This generation might 
try. The gas and electric industries will 
benefit to the extent to which the effort 
is successful, because social economy is 
a requisite to an enduring private 
economy. 


Specification for Copper 
Transmission Conductor 


HE attention of transmission and 

distribution engineers is called to a 
Tentative Standard of the American So- 
ciety for Testing Materials that has re- 
cently been issued. This is ASTM 
designation B8-38T, entitled “Tentative 
Specification for Bare, Stranded Copper 
Cable: Hard, Medium-Hard or Soft.” 
The Transmission and Distribution 
Committee of the Edison Electric Insti- 
tute has been represented on the ASTM 
committee which prepared this specifica- 
tion by Mr. G. E. Dean of the Public 
Service Electric and Gas Company. 

This Tentative Standard is offered as 
the result of a careful review of present 
ASTM specifications. The trial of this 
specification in purchasing transmission 
cable during the coming year is essential 
to the Edison Electric Institute represen- 
tatives in order to gain experience prior 
to advancing this specification in 1939 
to ASTM Standard. 

Copies of the specification may be ob- 
tained from the American Society for 
Testing Materials, 260 S. Broad Street, 
Philadelphia, Pa., at 25 cents per copy. 


Meeting of Underground 
Methods and Accessories 
Subject Committee 


Mr. J. A. Brooks, Chairman of the 
Subject Committee on Underground 
Methods and Accessories, has announced 
a meeting at the Sagamore Hotel in 
Rochester, New York, on February 8. 
It is planned to discuss several subjects 
of current interest to members of this 
Subject Committee. The date and place 
for this meeting were selected in view 
of the winter meeting of the Transmis- 
sion and Distribution Committee which 
is to be held at the Sagamore Hotel in 
Rochester, N. Y., on February 9 and 10, 
1939. 
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RECENT PUBLICATIONS 


COMBUSTION, 1938 


E.E.I. Pub. F-12. A report of the Prime 
Movers Committee, Edison Electric Insti- 
tute, 57 pages. Price $1.00 to members and 
their employees; $2.50 to non-members in 
U.S.A.; $2.75 to foreign countries. 





This report contains statements by 
Operating Companies and Manufactur- 
ers on: 

Pulverized Fuels and Furnaces (other 
than pressure parts of water-cooled fur- 
naces). 

Stokers. 

Mechanical Draft Equipment. 

Fly Ash Collectors and Ash Handling. 

Combustion Control. 


RECONDITIONING FLOOD DAM- 
AGED ELECTRICAL EQUIPMENT 


E.E.I. Pub. F-13. A report of the Electrical 
Equipment Committee, Edison Electric In- 
stitute, and of the Electrical Equipment 
‘Committee, Engineering Section, Pennsylva- 
nia Electric Association, 17 pages. Price 30¢ 
to members and their employees; 75¢ to non- 
members in the U.S.A.; 85¢ to foreign 
countries. 


This report crystallizes various de- 
scriptive material, based on the disastrous 
floods of 1936, 1937 and 1938 into a 
permanent record which will give for 
future reference the best thought and 
experience on reconditioning flood dam- 
aged electrical equipment. It is a compila- 
tion of: papers presented at meetings of 
the Electrical Equipment Committee, 
E.E.I., of the Elecrical Equipment Com- 
mittee, Engineering Section, P.E.A., and 
at the convention of the Association of 
Iron and Steel Engineers, Pittsburgh, 
June, 1937; articles in the magazines of 
the industry; published instructions by 
the manufacturers of electrical appara- 
tus; and personal experiences of engi- 
neers engaged in flood reconditioning 
work. 

Part I—The Reconditioning Problem 
and Processes—presents the general con- 
siderations of reconditioning flood dam- 
aged electrical equipment; divides the 
problem into three steps: cleaning, dry- 
ing and determining dryness; and gives 
specific recommendations for each of 
these three steps. 

Part [I—Methods and Specific Exam- 
ples of Reconditioning by Types of Ap- 
paratus—describes methods of recondi- 
tioning by types of apparatus based “on 
the experiences of those power systems 
that were subjected to floods and on the 
recommendations of the manufacturers 
of electrical equipment. 


CONVENTIONS AND MEETINGS 


JANUARY, 1939 
American Society of Civil Engineers, New York, N. Y. 
American Society of Heating and Ventilating Engineers, Pittsburgh, Pa. 
American Institute of Electrical Engineers, New York, N. Y. 


FEBRUARY 


National Electrical Manufacturers Association, Waldorf-Astoria Hotel, New 
York, N. Y. 


Electrical Equipment Committee, EEI, Statler Hotel, Buffalo, N. Y. 
Prime Movers Committee, William Penn Hotel, Pittsburgh, Pa. 
Transmission and Distribution Committee, EEI, Sagamore Hotel, Rochester, 
N.Y. 4 
MARCH 


Wisconsin Utilities Association, Technical and Commercial Divisions, Pfister 
Hotel, Milwaukee, Wis. 


Oklahoma Utilities Association, Tulsa, Okla. 


Annual Sales Conference Edison Electric Institute, Edgewater Hotel, Chicago, © 
Ill. 


Power Sales Conference Edison Electric Institute, Edgewater Hotel, Chicago, © 
Ill. 


Southeastern Electric Exchange, Ponce de Leon Hotel, St. Augustine, Fla. 


APRIL 
Southeastern Electric Exchange, Ponce de Leon Hotel, St. Augustine, Fla. 
Missouri Association of Public Utilities, Muehlebach Hotel, Kansas City, Mo. 


MAY 


Technical Committees, Edison Electric Institute, Edgewater Beach Hotel, 
Chicago, Ill. 


Chamber of Commerce of the USA, Washington, D. C. 
National Fire Protection Association, Chicago, III. 


National Electrical Manufacturers Association, The Homestead, Hot Springs, © 
Va. . 


National Electrical Wholesalers Association, The Homestead, Hot Springs, Va. 
Westinghouse Agent-Jobbers Association, The Homestead, Hot Springs, Va. 


JUNE 
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Part I[I—Preparedness for Future 
Floods—discusses some of the steps that 
have been taken by those same power 
systems as preparedness to meet future 
floods and gives precautions to be used 
when it becomes necessary to shut down 
a station and abandon the lower portion 
due to approaching flood. 


Correction 


In the December, 1938, BuLLETIN, 
page 521, the company affiliation of Mr. 
H. L. Gruehn was reported as the Con- 
solidated Edison Company. Mr. Gruehn 
is Secretary of the Consolidated Gas 
Electric Light and Power Company of 
Baltimore. 

In the same issue, page 509, the initials 
of Mr. Neel of the Philadelphia Elec- 
tric Company were transposed and ap- 
peared as T. W. instead of W. T. On 
page 506, Mr. G. U. Stewart’s name 


appeared incorrectly as G. A. Stew 
and on.the same page Mr. F. B. Flahivé 
was described as Vice - Chairmal 
A.I.S.A Accounting Section. Mr. 
hive is Vice-Chairman, A.G.A. Account 


ing Section. 


Correction to article “Discussion @ 
Mr. Dean’s paper by H. S. Fitch,” Ps 
497, November, 1938, BULLETIN. 

The word minutes in the next to 
line of the quoted paragraph, in sm 
type, first column, should be changed t@ 
read units. The complete paragrapil 
should thus read: 

“The total number of minutes in the period 
being studied, times the total number of units 
on the record, minus the total number of mitt 
ates interrupted by each of these units, 
divided by or over the total number of minut 
in the period being studied times the tot 
number of units in the record.” : 
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